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IN THIS ISSUE 


NORMAN H. FOWLER 


Certain risks are inherent in the 
work of an accountant and as a mem- 
ber of a skilled profession there 
should be no thought of trying to 
avoid them. The goal is to minimize 
such risks while at the same time ac- 
cepting the responsibilities required 
for professional status. For many 
years Norman H. Fowler has made a 
study of liability insurance and in his 
article “The Accountant's Profession- 
al Liability” he cites cases in Canada, 
the United Kingdom and the United 
States which may help the Canadian 
chartered accountant to minimize his 
exposure to professional liability. 

Mr. Fowler does not presume to 
discuss the preventive measures 
that lie within the standards and day 
to day work of the profession but he 
does touch on the importance of the 
accountant’s working papers which 
may become trial evidence of the 
work done. 

The author has had a lifetime con- 
nection with Lloyds of London and 
was elected a Member in 1954. He 
joined J. H. Minet & Co. Ltd. in 1935 
and came to Canada in 1947, later 
forming a Canadian associate com- 
pany, of which he is currently presi- 
dent and managing director. 


GLYN W. MYERS, C.A. 


Conducting a _ hospital _ today, 
whether under government health in- 
surance or as a private institution, is 
as difficult as operating a commercial 
enterprise and any aid to successful 
management is worthy of the closest 
study. All hospital authorities know 
the need of managing their hospitals 


in the most efficient manner at the 
lowest cost; yet, in spite of this, a 
great many hospitals, particularly the 
smaller ones, do not prepare a form- 
al budget. Hence the importance of 
Glyn Myers’ article “Hospital Budget- 
ing Under Government Health In- 
surance” in which he outlines the 
methods used in Saskatchewan for 
determining hospital rates through 
the preparation of the annual hospi- 
tal budget. When we learn that there 
are at the present time over 850 pub- 
lic hospitals serving the Canadian 
population, with a total expenditure 
in excess of $227,000,000, his discus- 
sion on the administrative processes 
will be of particular interest to those 
who work in the hospital field. 


Mr. Myers became a chartered ac- 
countant in 1934 and started his ca- 
reer in the Saskatchewan Civil Ser- 
vice in 1937. After six years of war 
service he entered the Public Health 
Department of the Provincial Gov- 
ernment in 1946 and for the past sev- 
eral years has been executive direc- 
tor of the Saskatchewan Hospital Ser- 
vices Plan. He is currently chairman 
of the Hospital Rate Board. In 1954 
Mr. Myers was chairman of the Vital 
and Health Statistics Section of the 
Canadian Public Health Association. 


A. D. PETER STANLEY, C.A. 


In his article “Business Interrup- 
tion Insurance Claims” Peter Stanley 
emphasizes the importance of a clear 
understanding by accountants of the 
terms used in the standard business 
interruption insurance contract. 
Every word is significant, he says, 
and although such expressions as 
“net profits”, “gross profits”, “fixed 
charges” and so forth have approxi- 
mately the same meaning as they do 
in accountancy, the precise difference 
can sometimes be of material import- 
ance in establishing the amount of a 
loss. 


Continued on page 362 
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Mr. Stanley is a member of the In- 
stitute of Chartered Accountants of 
British Columbia and has taken an 
active part in Institute, as well as 
community, affairs. He is chairman 
of the British Columbia Institute 
Committee on Professional Conduct 
and past chairman of the Technical 
and Research Committee. Formerly 
a partner with McDonald, Currie & 
Co. in Montreal, Mr. Stanley is now 
with the firm in Vancouver. 


W. E. McLAUGHLIN 

Mortgage lending by Canadian 
banks has already developed into a 
permanent and accepted feature of 
the Canadian banking system. Since 
its inception early in 1954 up to the 
end of the past year, commitments 
for mortgages under the National 
Housing Act have reached almost 
$500,000,000, according to W. E. Mc- 
Laughlin, assistant general manager 
of the Royal Bank of Canada. 

In “Accounting for Bank Mort- 
gages’ Mr. McLaughlin draws on a 
wealth of experience to report on the 
various accounting problems which 
had to be faced when the banks en- 
tered the mortgage business. 


After spending the early part of his 
life in the accounting departments of 
various Ontario Branches of the 
Royal Bank of Canada, Mr. Mc- 
Laughlin transferred in 1942 to the 
head office in Montreal, where he 
was attached to the Canadian credits 
department. In 1951 he became man- 
ager of a local branch and two years 
later was appointed the bank’s as- 
sistant general manager. In 1954 he 
was assigned the task of bringing the 
Royal Bank of Canada into the mort- 
gage business and when the National 
Housing Act was being considered, 
he attended all the hearings in Ot- 
tawa of the Banking and Commerce 
Committee. As soon as the Act was 
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proclaimed, he began a cross-Canada 
tour to explain to branch managers 
and senior staff what was involved in 
making mortgage loans. Mortgage 
lending is still Mr. McLaughlin’s re- 
sponsibility, but things are running 
so smoothly, he says, that his time 
can now be devoted largely to what 
used to be normal banking. 


A. S. LEVITT, C.A. 


It can be safely assumed that a 
chartered accountant does not make 
his livelihood by church accounting; 
it is equally true that many members 
of the profession are involved on a 
voluntary basis in the finances of 
church work. There is certainly need 
for such assistance and the account- 
ant can provide a service to his 
church and community by coming 
forward whenever he has the oppor- 
tunity. 

In his article “An Approach to 
Church Accounting” Arthur Levitt 
describes not only the accounting 
methods necessary for recording do- 
nations from the largest to the small- 
est but also covers the handling of 
church trust funds and church prop- 
erty. The author has always been in- 
terested in accounting for and the 
auditing of church funds and pre- 
sents his case in such a way as to 
show that modern methods and rec- 
ords are as necessary in church ac- 
counting as in business enterprises. 

Mr. Levitt is a member of the In- 
stitute of Chartered Accountants of 
Ontario and a partner in the firm of 
Wilton C. Eddis & Sons of Toronto. 


W. G. LEONARD, F.C.A. 


One of the problems of the small 
practitioner is that he tends to be- 
come “jack of all trades and master 
of none”, so writes W. G. Leonard, 
author of “Troubles of the Small 
Practitioner”. According to Mr. Leo- 


nard, the accounting profession suf- 
Continued on page 364 
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99 fully automatic printing calcula- 
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The 99 Calculator solves the prob- 
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the unique Memory Key. The 
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A demonstration in your office “with 
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our point. Call or write your near- 
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The Age of Electronics is here! Elec- 
tronic Computers are processing more 
and more accounting functions every 
day. Are you prepared to gain from 
the opportunities offered by this new 
tool? 

BUSINESS ELECTRONICS can 
help you prepare. Send today with- 
out obligation for information de- 
scribing the ONLY correspondence 
course on Programming for Business 
Computers. BE’s workshop method 
gives you practical experience in pro- 
gramming business problems such as 
Payrolls, Accounts Receivable, Inven- 
tory Control, etc. 


Write today! 


BUSINESS ELECTRONICS INC. 
Computer Section 


Box 3330 Rincon Annex, San Francisco 
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The importance of the service that 
you render a client is emphasized when 
he receives your report, financial sur- 
vey, etc., in an attractive cover, on 
good paper, and imprinted with your 
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Let Grand & Toy show you samples 
of report covers and papers prepared 
to order for other accountants and 
auditors. We produce to your speci- 
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fers greatly from a lack of sympathy 
between the larger and the smaller 
firms. “This is a situation which is 
painful to write about”, says the au- 
thor, but he points out that it is not 
likely to be corrected until both the 
condition and the reasons for it are 
subjected to dispassionate analysis. 


Mr. Leonard will be remembered 
by many readers for his numerous 
articles in this journal. He is a part- 
ner in the firm of England, Leonard, 
Macpherson & Co. of Kingston and 
this year is president of the Kingston 
Chamber of Commerce. For a num- 
ber of years Mr. Leonard has been 
Director of Professional Courses at 
the School of Commerce, Queen’s 
University, with the rank of profes- 
sor. 


EDITORIAL 


This month’s editorial is one man’s 
appraisal of a major responsibility of 
the profession; that is the presenta- 
tion of accountancy in its true light 
and at its true worth by chartered ac- 
countants both in the profession and 
in the universities. 


Such self-appraisal is healthy. Em- 
phasis on educational standards is 
not enough in itself — what is needed 
is the breaking down of the existing 
attitude towards chartered account- 
ancy and its acceptance as a cultural 
subject. John R. M. Wilson, who 
is well-known to businessmen from 
coast to coast, challenges the profes- 
sion on the form and manner that is 
required to equip the chartered ac- 
countant for his widening oppor- 
tunities. The author is presently a 
vice-president of the Ontario Insti- 
tute and has served as chairman of 
various important committees of the 
Ontario and Canadian Institutes. He 
has been a partner of Clarkson, Gor- 
don & Company since 1941. 
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Capital Expenditure for 1956 

A significant indication of business 
prospects in 1956 is contained in the 
government's latest forecast that cap- 
ital expenditure on new plant, equip- 
ment and housing is expected to total 
more than $7% billions. This figure 
represents an increase of nearly 21% 
over the amount actually spent on 
capital investment in 1955, which was 
itself a record year with a total some 
11% higher than in 1954. 

While the size of this capital in- 
vestment program testifies to the 
health of the Canadian economy, it 
also poses a problem. With a number 
of materials, especially cement and 
steel, already in short supply, there is 
a danger of bidding up of prices 
which will lead to further inflation. 








President Gerald E. Martin spots his 
initials on the railway car which took him 
on his recent tour of Western Canada. 





Report on the Sales Tax 

The Sales Tax Committee, which 
heard submissions from 31 organiza- 
tions concerning the administration 
of the sales tax, has recently reported 
to the Minister of Finance on its rec- 
ommendations. Copies of its 25-page 
report are now available from the 
Queen’s Printer, Ottawa. 


Heading the Tax Foundation 

M. Gerald Teed, Q.C., Saint John, 
N.B., has been elected chairman of 
the Board of Governors of the Cana- 
dian Tax Foundation. Vice-chairmen 
are Henry F. White, Q.C. and A. 
Willard Hamilton, C.A. At present 
the Foundation has a membership of 
over 2,000 companies and individuals. 


Tax Seminar at Queen’s 


The School of Commerce and Ad- 
ministration at Queen’s University 
will hold a short course in income tax- 
ation for businessmen on August 27- 
29. Topics on the curriculum include 
income receipts versus capital re- 
ceipts, deductibility of business ex- 
penses, influence of taxation on cor- 
porate financial policy, as well as 
problems related to the accumulation 
of undistributed income, capital cost 
allowance, reserves, non arms length 
transactions, pension plans, profit- 
sharing plans and company reorgan- 
izations. 

Lecturers and discussion leaders 
will be J. Harvey Perry, director of 
the Canadian Tax Foundation, Stuart 


D. Thom, lecturer in taxation at Os- 
Continued on page 368 
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Government of Canada Bonds 
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and 
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Orders accepted for execution on all stock exchanges 


Domrion Securities Gepn. LintreD 
Established 1901 


TORONTO MONTREAL VANCOUVER NEW YORK LONDON, ENG. 


SUMMER SCHOOL FOR ACCOUNTING STUDENTS 
McGILL UNIVERSITY, MONTREAL 
July 3 to July 27, 1956 


This school is intended for students who have been prepar- 
ing for the intermediate and final chartered accountants exam- 
inations by correspondence or otherwise and wish to have an 
opportunity for final revision under experienced university 
teachers. 

Instruction will be in the form of lectures, discussions and 
problem periods. Hours of instruction will be from 10 a.m. to 
12 noon and from 2 to 4 p.m. each day, Monday through Friday. 
Week-ends will be free. The vacation possibilities of the Mon- 
treal area are too well known to need description here. 

The school will be under the direction of Kenneth F. Byrd, 
M.A., B.Sc. (Econ.), C.A., Professor of Accountancy, who will 
be assisted by members of the School of Commerce staff and 
others. 

Students will live in residence on the campus at very moder- 
ate rates. 


For complete information write immediately to the Extension 
Department, Dawson Hall, McGill University, Montreal, P.Q. 








Continued from page 366 

goode Hall, Arthur S. Patillo, Q.C., 
J. G. McDonald, K. LeM. Carter, 
F.C.A., George G. Richardson, F.C.A., 
Howard I. Ross, C.A. and Frank S. 
Capon, C.A. 

Those attending the seminar will 
be housed in the university's new 
men’s residence. Fee for tuition and 
room accommodation is $90, and fur- 
ther information for those interested 
may be obtained from the School 
of Commerce and Administration, 
Queen’s University, Kingston. 


Topics of International Congress 
The 7th International Congress of 

Accountants, taking place in Amster- 

dam on September 9-13, 1957, will 

deal with the following subjects: 

1. Principles of the accounting pro- 
fession. 

2. Verification of the existence of 
assets. 

3. Budgeting and the corresponding 
modernization of accounting. 

4. The internal auditor. 

5. Business organization and the pub- 
lic accountant. 

6. Ascertainment of profit in business. 


Receivables and Inventories 

A new statement by the Auditing 
Procedure Committee of the Ameri- 
can Institute of Accountants says that 
when an auditor fails to confirm re- 
ceivables by direct correspondence 
with the debtors or to observe the 
physical count of inventory and sat- 
isfies himself by means of other audit- 
ing procedures, this should be ex- 
plicitly stated in his report. Since 
1939 the Institute has held that re- 
ceivables must be confirmed and in- 
ventory-taking observed where either 
of these assets represents a significant 
proportion of the current assets or of 
the total assets. Otherwise the audit 
report must disclose the omission of 
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these procedures, and no opinion 
should be expressed on the overall 
fairness of the financial statements 
unless the auditor has satisfied him- 
self by “other procedures”. In the last 
few years it has become evident that 
where omission of the usual proce- 
dures has been disclosed, interested 
parties are often uncertain whether 
“other procedures” have been under- 
taken or not. Hence the committee 
now suggests that the audit report in- 
clude a clarifying clause, such as 
“, .. it was not practicable to confirm 
receivables (to observe the physical 
inventory-taking), as to which we 
have satisfied ourselves by means of 
other auditing procedures”. 


NOMA Bibliography 

A 48-page bibliography of articles 
and publications dealing with office 
management has just been published 
by the National Office Management 
Association. Under 250 headings it 
covers almost every office subject 
from absenteeism to work simplifica- 
tion. Copies are available for $5.00 
each from the Association at 132 W. 
Chelten Ave., Philadelphia 44, Pa. 


First in Canada 

Assigned to the task of removing 
routine drudgery from data process- 
ing, a new IBM Data Processing Ma- 
chine, Model No. 650, has been in- 
stalled at the head office of the Man- 
ufacturers Life Insurance Company 
in Toronto. This is the first machine 
of its type in Canada although several 
more are on order for other Cana- 
dian corporations. Representatives of 
the Canadian Institute were invited 
to watch the president “push the but- 
ton” which set the calculating wizard 
in motion. Its approximate speeds per 
minute are 78,000 additions or sub- 
tractions, 5,000 multiplications and 
3,700 divisions, not to mention 138,000 
“logical decisions”! 





An Appeal 
FROM THE BOARD OF EXAMINERS-IN-CHIEF 


Although the Board of Examiners-in-Chief is a group of only eight 
people, its responsibilities are heavy. Into its hands, over 6,700 chartered 
accountants have entrusted the task of preparing the Uniform Examina- 
tions and of grading the candidates’ answers. 

This undertaking would be impossible if it were not for the coopera- 
tion and assistance so generously provided by other members of our 
Provincial Institutes. Each year some 100 chartered accountants par- 
ticipate in the actual grading of the candidates’ answers, working at 
four centres across Canada under the direct supervision of members of 
the Board. The Board is deeply appreciative of their assistance. 

In order to have suitable examination material readily available, 
the secretary of the Board of Examiners-in-Chief maintains a pool of 
questions covering the subject matter included in the syllabi. Once 
each year, usually in the spring or early summer, each member of the 
Board asks members of his Provincial Institute to prepare questions 
(and solutions thereto) which they believe would be suitable for in- 
clusion in future examinations. Thus the pool is made up of the ideas of 
a wide cross-section of our membership, ranging from recent gradu- 
ates to chartered accountants with many years experience in public 
practice, industry and education. 

Unfortunately, maintaining an adequate pool, in spite of the heavy 
annual drain, has presented a difficult problem. The volume and 
variety of ideas produced have fallen short of what the Board expect- 
ed and as a result, the supply is now at a very low level. The remedy 
for this unsatisfactory situation should come, not from this group of 
eight alone, but from the 6,700 chartered accountants in Canada. The 
Board of Examiners-in-Chief therefore appeals to its fellow members to 
prepare suitable examination questions to replenish the pool. 


What the Board needs most urgently are questions which bring 
out the candidates’ ability to apply fundamental principles to a par- 
ticular set of circumstances — in other words, questions based upon 
practical experiences and original ideas. Standard routine questions 
whose answers can be found in any accounting or auditing texts are 
not required. The secretary has an ample supply of these in the library 
of the old examination papers of various accounting bodies 

Those members willing to help the Board over this serious hurdle 
should send their questions, together with suggested solutions, to the 
secretary of the Board of Examiners-in-Chief at the C.I.C.A. office, 
69 Bloor Street East, Toronto. Copies of the examination syllabi are 
available as guides to the subject matters to be covered in the examina- 
tions. An honorarium is paid for questions considered usable. 
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A Personal Matter... 


Just as there are many types of people, there are many types of , 
investors. Some have substantial amounts to invest . . . many 
more have medium amounts. Some are familiar with the basic 
elements of sound investment, others have had little experience 
... or, in fact, no experience at all. With some, safety is a chief 
concern, others regard income as more important, and an increas- 
ing number are interested in acquiring sound securities with 


growth possibilities. 


All this really means that no two people have exactly the same 
investment problem because no two requirements are exactly 
alike. But despite many differences there is one thing common to 
all investors . . . it is that every person’s investment problem is a 
very personal matter ... a subject that he doesn’t care to discuss 
with just anyone but, nevertheless, a subject on which he will 


often welcome experienced help. 


That is the kind of help which we can provide . . . and have 
been providing for many years. It may be the kind of assistance 
you would like to have. If so, we invite you to get in touch with us 
personally ... by dropping in at any of our offices . . . or if more 


convenient, by mail. Either way, you'll be most welcome. 


A. E. Ames & Co. 


Limited 
Business Established 1889 


TORONTO 
MONTREAL WINNIPEG VANCOUVER VICTORIA CALGARY HAMILTON OTTAWA 
LONOON KITCHENER OWEN SOUND ST. CATHARINES QUEBEC 
NEW YORK BOSTON LONDON, ENG. 
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Editorial 


A QUANDARY OF THE QUADRANGLE 


Too FEW CHARTERED accountants are sufficiently aware of the con- 
tribution to the profession which has been made by our members 
in academic ranks. Many practitioners today, however, recall that 
their first interest in chartered accountancy was engendered by the 
enthusiasm of a university professor. Over the years this enthusiasm 
has drawn an increasing number of graduates into our ranks. 


Facing as we do a keen battle with other professions and with 
business, government services, and others for the only too few able 
young graduates of our schools and colleges, how fortunate it is that 
we do have members in the universities who are in a position to 
give their students authoritative information about chartered ac- 
countancy. 


Any profession, however, looks to its members in universities as 
being more than recruiting officers. The clergy, medicine and law 
have long depended on their colleagues in academic circles for in- 
spiration and leadership in fields of research. Here we think the 
accounting profession has not fared so well; and until it does receive 
more inspiration from these sources its progress will be proportion- 
ately limited. To say this is not to censure all university professors 
of accounting subjects, for a few have already made worthwhile 
contributions in research. Largely it is to condemn an existing situa- 
tion which is not designed to attract to and hold in the universities 
chartered accountants with a broad background of experience. Some 
who are there today are dedicated souls who are prepared to ignore 
the frustrations and economics of the situation; but over the long 
run we should not expect these important posts to be filled solely 
by members who are prepared to make very substantial sacrifices 
for the sake of an ideal. The positions must be made more attrac- 
tive if they are to be staffed by those who have the ability to become 
leaders in the profession, both as contributors to accounting research 
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and as gadflies to goad practising members into recognizing some 
of their shortcomings. What needs to be done? 


The most obvious problem, although probably not the most im- 
portant, is one of dollars and cents. The young chartered account- 
ant, with the ink on his diploma barely dry, may receive a higher 
income than does an associate professor; and if he adds to his know- 
ledge with several years of professional practice he may well receive 
a higher income than does a full professor. University life has many 
compensations for those with a love of teaching, but few young men 
can adjust their living standards downwards and be happy. This 
financial challenge must be met if universities are to attract able 
chartered accountants to their staffs. 


Secondly, educators must learn that it is possible for accounting 
to be a cultural and not just a commercial school subject. Except 
in the school of commerce, few universities in Canada will recognize 
accounting subjects as proper courses for credit towards an Arts 
degree. To some extent this may be due to past deficiencies in 
teaching, but teaching methods have been revolutionized over the 
last 20 years and today accounting can be taught, as it is in some 
places, as a cultural subject for general course students in Arts. 
Until it is recognized as such, there is bound to be a patronizing 
approach by other faculty members toward the accounting profes- 
sors who can only be considered as necessary evils required to main- 
tain a commerce course at the insistence of a money-mad business 
community. 


Thirdly, accounting professors must be given time to devote to 
research and to supervising research of graduate students. In some 
universities too much of their time is spent in marking bookkeeping 
exercises or in routine extra-curricular work carried out because of 
a need to improve an inadequate income level. 


These changes must come from the universities, but the profes- 
sion itself can take some steps to advance the status of its academic 
members. Firms might assign some of their partners to assist the 
universities in their accounting courses, and thereby take some of 
the pressure off the full time professors as well as give them and 
their classes continuing contact with the practising profession. In 
addition, they might offer professors experience during either sum- 
mer vacations or sabbatical years to enable them to keep abreast 
of changing practices and techniques. Lastly, some of the Institutes 
might consider granting post-graduate fellowships in the field ot 
accounting and auditing so that either faculty members or promising 
graduates could carry on research in the many problems which now 
face us. 


The members of our profession in the universities need and de- 
serve our support. And the profession in practice needs the contri- 
butions to our development which they can make. 





— 


Hospital Budgeting Under 


Government Health Insurance 


GLYN W. MYERS, C.A. 


THE INTRODUCTION of nation-wide 
health insurance, which has been un- 
der review several times by federal- 
provincial conferences in the past few 
years, can have a far-reaching influ- 
ence on the budgeting practices of 
public hospitals. The nature and ex- 
tent of this influence depends prim- 
arily upon the way in which cover- 
age of the cost of hospital care is de- 
veloped. 

It is probably safe to say that a 
great many hospitals, particularly 
smaller ones, do not prepare a form- 
al written budget. Among those 
which do, it is the exception rather 
than the rule to see the budget used 
as an instrument of managerial con- 
trol on the lines followed by large 
industrial corporations. There are 
very few hospitals, for example, 
which present each department head 
with monthly statements showing a 
detailed comparison of estimated and 
actual performance in respect of the 
functions for which he is responsible. 


Public Hospitals 

At the present time over 850 public 
hospitals, exclusive of tuberculosis 
sanatoria, mental hospitals and fed- 
eral government institutions, serve the 
Canadian population. Their total ex- 
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penditure in 1953 exceeded $227 mil- 
lion according to Dominion Bureau of 
Statistics figures. Reports for subse- 
quent years, when available, should 
reveal substantially greater costs, 
mainly because of higher salary rates 
which have been experienced in hos- 
pitals as well as in other organiza- 
tions. The beds in these hospitals 
are occupied on an average day by 
close to 60,000 patients. Most of 
these hospitals are of relatively small 
size. About 30% contain less than 25 
beds and a further 42% have from 25 
to 99 beds. Only 3% are classed as in- 
stitutions of more than 500 beds. 
Ownership is vested mainly in muni- 
cipal authorities, lay organizations 
and religious orders. Over 32% are 
owned by local governmental authori- 
ties, 34% by lay organizations and 30% 
by religious orders. Somewhat more 
than 3% are operated by provincial 
governments. In addition to the pub- 
lic hospitals, a relatively small num- 
ber of private institutions supply sim- 
ilar services." 


Present Coverage of Hospital Care 


A considerable proportion of hos- 
pital bills already are financed by in- 


1 “Hospital Statistics, 1953”, Vols. I and II, 
Dominion Bureau of Statistics, Ottawa. 
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surance. In four Provinces — British 
Columbia, Alberta, Saskatchewan 
and Newfoundland — government- 
operated plans provide for coverage 
of hospital bills incurred by a large 
proportion of the population. Blue 
Cross Plans and insurance companies 
also provide insurance protection 
against hospital costs for a large part 
of Canada’s population, mainly in 
Provinces other than the four men- 
tioned above. Over nine million 
people in this country have some kind 
of hospital care insurance. The com- 
bined expenditure of these plans for 
hospital care exceeded $111 million 
in 1953. In addition, over $10 million 
was paid on hospital bills under work- 
men’s compensation legislation.’ 

Large sums are also spent by Fed- 
eral and provincial governments for 
hospital care under programs which 
are not generally regarded as insur- 
ance plans. These programs cover 
payment for the hospital care of 
members of the armed forces and 
certain classes of war veterans, for the 
treatment of particular diseases such 
as tuberculosis, cancer and mental 
illness, and for the care of indigents. 
Grants in aid of hospitals are also 
made by provincial and municipal 
governments in a number of Prov- 
inces. 


Insurance Coverage and Hospital 
Budgets 

When a nation-wide or province- 
wide scheme of health insurance cov- 
ers nearly all hospital patients, and 
where the hospitals are not owned 
by the government, the setting of 
rates of payment ‘of the insurance 





2 “Selected Public Hospital and Medical 
Plans in Canada”, July, 1955, and “Vol- 
untary Medical and Hospital Insurance in 
Canada”, August, 1955, Department of 
National Health and Welfare, Ottawa. 
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plan immediately becomes a problem. 
One factor in the situation is that 
hospital rates cannot be influenced 
to any significant degree by the open 
market forces of supply and demand 
when so large a proportion of hos- 
pital income is derived from a single 
source. The legislation setting up the 
insurance plan must therefore provide 
for the fixing of rates of payment to 
hospitals. 


It is evident that if rates of pay- 
ment are the same per unit of ser- 
vice in all hospitals, and set at a level 
to meet average costs, about half of 
all hospitals will suffer losses while 
the remainder will make profits. If 
the losses continue and are sufficient- 
ly severe, some hospitals will very 
soon be forced out of existence. Clos- 
ing the doors of these hospitals, of 
course, would tend to defeat the pur- 
pose of the insurance plan, which is 
not only to spread the cost of hospital 
care over the whole population but 
also to provide enough care. On the 
other hand, payment of rates which 
would permit certain hospitals (virtu- 
ally all non-profit making institutions ) 
to earn consistent profits would be 
difficult to justify from the stand- 
point of public policy. No matter at 
what level the rates may be set, so 
long as they are the same for a given 
service in every hospital, one or both 
of these difficulties will arise. 


For these reasons, payments to hos- 
pitals by the insurance plan tend al- 
most inevitably to be related to the 
recorded cost of operation in individ- 
ual hospitals. In a period of rising 
prices, such as we have experienced 
in the past 10 years, allowance must 
also be made when setting hospital 
rates for differences in price levels 
between the current and preceding 
years. 





HOSPITAL BUDGETING 


Under these conditions a formal 
written budget prepared by each hos- 
pital can provide a basis on which 
the insurance plan’s rates of payment 
can be determined. Where this de- 
velopment occurs, as has been the 
case in British Columbia and Saskat- 
chewan, the preparation of a written 
budget, with all the careful planning 
of patient load, staffing and supplies 
that goes into it, becomes important 
for even the smallest hospital. 

One obvious requirement for the 
use of hospital budgets in rate set- 
ting is a uniform system of account- 
ing. This factor is provided by the 
Canadian Hospital Accounting Man- 
ual which was published a few years 
ago by the Canadian Hospital Asso- 
ciation. Statistical returns demanded 
by the Dominion Bureau of Statistics 
are based on this manual, and it is 
therefore in general use in hospitals 
throughout Canada. Through use of 
the accounting system described in 
the manual, financial statements and 
budgets of a hospital may be com- 
pared on an intelligible basis with 
similar reports from other institutions. 


Saskatchewan Experience 


For the past seven years hospital 
budgets have been used in Saskat- 
chewan as the basis for determining 
rates of payment to nearly all hos- 
pitals in the Province under a prov- 
ince-wide government hospital care 
insurance scheme. The hospitals in 
the Province are owned mainly by 
cities, by local governmental authori- 
ties known as union hospital districts, 
and by religious orders. 


The insurance program, known as 
the Saskatchewan Hospital Services 
Plan, (SHSP), covers about 92% of 
the population of the Province and 
makes payment to hospitals for ap- 
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proximately that proportion of in- 
patient accounts. Its schedule of 
benefits provides coverage at the pub- 
lic ward level for most services avail- 
able in hospitals. The principal ex- 
clusions are out-patient services, the 
extra cost of private and semi-private 
accommodation, services of doctors 
or special nurses who are not em- 
ployed by the hospital, blood for 
transfusions, patent medicines, hos- 
pitalization for arthritis or rheu- 
matism in_ institutions associated 
with mineral springs or spas, and a 
few drugs. General hospitals in the 
Province derive approximately 86% of 
their patient revenue from payments 
by the plan. 

Payments to hospitals by the plan 
fall into two categories. The first 
category covers payments based on 
accounts for individual patients at 
per diem rates which are estimated 
to represent slightly less than the am- 
ount of variable expenses. Variable 
expenses are those which tend to vary 
in direct proportion to patient occu- 
pancy and include such items as 
drugs and food supplies. They gen- 
erally represent a much smaller pro- 
portion of hospital operating costs 
than do fixed expenses. The follow- 
ing are the per diem rates presently 
used by Saskatchewan public gen- 
eral hospitals when billing the plan 
under this arrangement for care ren- 
dered to SHSP beneficiaries: 


Measured Capacity Adults & 

of Hospital Children Newborns 
50 or more beds $1.75 $1.00 
15 to 49 beds . 1.50 1.00 
Less than 15 beds . 125 1.00 


The second category of payments 
covers lump sums which are forward- 
ed twice monthly to all public general 
hospitals in the Province. At the 
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present level of operating costs in Sas- 
katchewan, such lump sum payments 
might represent about $9 per patient 
day in a typical hospital. These pay- 
ments cover slightly more than the 
estimated total of relatively fixed ex- 
penses such as depreciation, fuel and 
basic staff, insofar as SHSP patients 
are concerned. They remain the 
same regardless of fluctuations in the 
patient load. Cheques covering this 
category of payments are mailed to 
hospitals on or about the 10th and 
25th of each month. 

This system of payment, which was 
developed in consultation with hos- 
pital representatives, has certain ad- 
vantages from the standpoint both of 
hospitals and the insurance plan. 
For hospitals it stabilizes income from 
month to month, since only the first 
category of payments will fluctuate 
with seasonal changes in patient oc- 
cupancy. The matching of hospital 
income with expenses which include 
a large proportion of fixed charges is 
thereby facilitated. The system of 
payment also eliminates any incentive 
to overcrowd hospitals for the sake 
of obtaining additional SHSP pay- 
ments. This results from the fact that 
any increase in the patient load will 
add to variable expenses a greater 
amount than is realized from the vari- 
able category of SHSP payments. 


Budget Appraisals 

The legislation governing SHSP op- 
erations provides that rates of pay- 
ment to hospitals shall be set by the 
Minister of Public Health. In prac- 
tice this involves negotiation with 
each hospital on the basis of a budget 
submitted by the hospital to the De- 
partment of Public Health. The work 
of reviewing budgets and discuss- 
ing rate problems with hospitals 
is performed by the Hospital Rate 


Board, a body composed of officials 
of the Department of Public Health. 
Rates payable may be reviewed at 
any time during the year at the re- 
quest of a hospital or the Hospital 
Rate Board. In most cases, however, 
the rates are set once a year on the 
basis of an annual budget. 

Rates payable by SHSP are intend- 
ed to cover the cost of efficient oper- 
ation in individual hospitals, insofar 
as services provided to SHSP benefi- 
ciaries are concerned. These rates, 
of course, do not cover the cost of 
services outside the SHSP schedule 
of benefits or services provided to pa- 
tients who are not beneficiaries. Op- 
erating costs entering into the rate 
calculation include a depreciation al- 
lowance but not interest. The pres- 
ent government policy treats interest 
costs in connection with borrowings 
for hospital capital investment as a 
responsibility of the local community. 
Such costs are therefore excluded 
from coverage by SHSP rates. 


Budget Forms 

The budget forms used for rate 
setting purposes cover only the cur- 
rent operations of a hospital. They 
do not include details of financing 
proposed capital expenditures. The 
budget forms include (1) a work 
program, (2) a summary of the prin- 
cipal statistics, such as number of 
patient days, out-patient visits, major 
and minor surgical operations, births, 
x-ray films, radiotherapy and physio- 
therapy treatments, number of meal 
days and lodging days, and hours of 
staff employment, (3) a summary of 
income, (4) a summary of expendi- 
ture, and (5) various analysis sheets 
relating principally to expenditure 
items. The income and expenditure 
summaries are illustrated in Exhibits 
A and B opposite. 


2 gg ORT COREE 








EXHIBIT A 


pa — 





wall 39vd HOM 40 SUNOHK AuVivs ssoud WHOM 40 
Givog ziva G3ivwils2 G31vMlisa SUNOH IWNLdV Noulsos 
‘WiidSOH 
40 asn uo4 SNONLVNV1dx3 1 


OL 39N3U34348 Golu3d 1390n6 || Goluad LN3INZ1VIS 


ANZGWNINI LN3S3Ud 





“=| "1 sequieseq Burpue see eyy 404 
sli tae (jeupy 20 Aseuywyerg) 
one SIOVM GNV S3IYVTVS SSO¥D YOS 1300NE JO SYVINOUYVd a te eh a 


aan eeonree= ened jeydsopy acceeererenseeeee: saemeeteane tent ee SEES ETERS: ANT CEReS RN 


Oo JLIGIHXa 





ace 


GBVOS 21V¥ TWildSOH 40 3SN wos JSIAWIS YO 
SNOILVNV1dx3 {SAVG N¥OGM3N “19x3) | 
NHN102 SIHL NI 3LIUM LON OG BSVIT4d OL 39N283438 AVG INJLLVd wd Lnanaivis AININLYVd3G 


———6l "IE 4equieseg Gurpue seek oy 404 
1390N8 FANLIGNIdS 














icicle aieaiadeiininiicen ine “obey istrefi liseesapepsetaneesanntbetigiiteaieninaini ——[-20 ‘ ddng ‘se01) 
$8 Mog “Arg 

ad LIGiInxa 

oO 

Za 

— 

ee 

ies 

o 

Q 

>) 

6 

2 

3a ———61 ‘IE 4equieseg Burpue seek ey; 404 

ee GNNd 3NNaAgY '1390N8 aNOON!. ——-—~ "4 “* Seemed 

Oo 

He 2 ee “obey rutsoyy a none soe oe et re «geen ee 2 ee 


18 G1104 REVS 


Vv JLIdqmMxa 


tai ed - 
Pi tai esl lin a: PS, - on 





378 THE CANADIAN CHARTERED ACCOUNTANT, MAY, 1956 


Those who are familiar with the 
Canadian Hospital Accounting Man- 
ual will notice a departure from the 
manual in that the forms presented 
in Exhibits A and B provide simply 
for a comparison between the “State- 
ment Period” and the “Budget 
Period”. As implied by these forms 
the budget is not prepared until af- 
ter the beginning of the year covered 
by the budget estimates. Figures in- 
serted in the column headed “State- 
ment Period” thus refer to the year 
immediately preceding that for which 
the estimates are prepared. Rates of 
payment determined from such a 
budget are ordinarily made retroac- 
tive to January 1 of the year covered 
by the budget. In the interim rates 
previously set are used in making 
payment to hospitals. 


This procedure was adopted be- 
cause in practice it was found essen- 
tial to review audited financial state- 
ments of the preceding year before 
setting current rates of payment. 
Nearly all hospitals in the Province 
are audited by practising chartered 
accountants and their reports, copies 
of which are forwarded to the De- 
partment of Public Health, provide 
an independent and reliable source 
of information which can be used in 
assessing budget estimates. Such re- 
ports play an important role in the 
setting of SHSP rates of payment. 


A number of hospitals, particularly 
smaller institutions, make use of the 
services of their auditors in preparing 
annual budgets and in reviewing pay- 
ment rates with the Department. 
Technical advice from the staff of the 
Department is also available to hos- 
pitals on the use of the Canadian 
Hospital Accounting Manual which 
provides the framework for classify- 
ing budget data. 


Patient Days 

One of the major factors affecting 
operating costs in a hospital budget 
is the anticipated number of patient 
days. This item is sometimes tied up 
with plans for expanding the size of 
the hospital and with requests for 
government construction grants. In 
studying this problem it has been ob- 
served that the total volume of hos- 
pital care received by beneficiaries 
of the plan has levelled off during the 
past four years and in this period has 
averaged slightly more than 2,100 
days of care annually per 1,000 per- 
sons. At an average occupancy of 
80% of bed capacity (a figure widely 
considered among hospital authori- 
ties as an optimum level) this volume 
of care requires 7.4 hospital beds per 
1,000 persons. The Hospital Rate 
Board has used the figure of 7.5 beds 
per 1,000 as a guide in reviewing the 
proposed volume of patient days in 
hospital budgets. 

In applying this measuring rod a 
computation is made of the popula- 
tion served by a hospital, based on 
the proportion of cases from each 
municipality receiving care in that 
hospital during the preceding year. 
On page 379 is an example of such 
an apportionment of population in 
connection with hospital “Z”. 


Adjustments for Differences 

The apportioned population is 
then adjusted for differences in hos- 
pitalization rates among residents of 
different types of communities. In 
1954, while the average provincial 
rate was 204 hospital cases per 1,000 
persons, cities experienced 174 cases 
per 1,000, towns 230 cases per 1,000, 
villages 243 per 1,000 and rural areas 
205 cases per 1,000. These differ- 
ences in rates reflect a variety of fac- 
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tors, including age and sex distribu- 
tion of the population and proximity 
of doctor, patient and hospital. 


The 
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adjustment of the apportioned popu- 
lation on the basis of these rates 
would be as shown below. 


EXAMPLE OF APPORTIONMENT OF POPULATION RE HOSPITAL “Z” 


Number of 
Hospital Cases Average 
Residence am Covered 
of Patients Total Receiving Popula- 
(City, town, village from Care in tion of 
or rural Muni- Hospital Muni- 
municipality ) cipality “Z”  cipality 
EY rere 1,665 8 7,851 
ee 550 449 2,400 
oS 64 49 302 
Ee es ce sec 46 23 281 
Village E 109 40 346 
Vintage F .. 3... 93 7 292 
Se 450 334 2,268 
MG scekccace 328 117 1,596 
BY sh bw aie 407 20 1,822 
MS Thetis s 315 42 1,782 
ie uk, 646 6 3,183 
Others, 5 cases or 
less per municipality® : 
| Ee 4 
Mawes Se des i. 5 
WEES 2 Be 9 
eee eee ae 16 
1,129 


According to Proportion of 


Population Apportioned to Hospital “Z” 


Cases 


from Each Municipality Receiving 


Care in that Hospital 


Total Cities Towns Villages Rural 
38 88 
1,960 1,960 
231 231 
141 141 
127 127 
22 22 
1,679 1,679 
569 569 
89 89 
238 238 
80 80 
28 28 
22 22 
37 87 
78 78 
5,284 61 1,982 558 2,683 


*Apportioned population for these cases computed on the basis of 1954 case rates per 
1,000 for cities, towns, villages and rural areas. (This part of the calculation could be 
taken at the average provincial hospital case rate without making a significant difference 


in the result. ) 


ADJUSTMENT OF APPORTIONED POPULATION 


Apportioned Urban-Rural Adjusted 
Population Correction = ‘Population 
EN ait eis hors hla os over acs 61 x 174/204 = 52 
ONL Sk iced ar nn yb ae 1,982 * 230/204 = 2,234 
PI, 0 TE Boon det ae att 558 x 243/204 = 665 
MOP hte reenter oie occ co 2,683 x 205/204 = 2,696 
5,284 5,647 
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FORMULA TO DETERMINE BED REQUIREMENTS OF HOSPITAL “Z” 








Adj. Pop. 5647 x —— 
Av. Stay Prov. 10.4 
Certain other factors influencing 
patient occupancy must then be con- 
sidered. First, the average length of 
a patient’s stay in general hospitals of 
the Province has been 10.4 days over 
the three years 1952-1954, but in large 
hospitals, which handle the more dif- 
ficult cases, the average stay has been 
considerably greater than this figure 
during the same period, and in small 
institutions considerably less. In hos- 
pitals of 30-44 beds (the group which 
includes hospital “Z”, an institution 
of 36 beds) the average stay during 
the three years has been 8.5 days. 
Secondly, not all hospitals have the 
same proportion of patient days cov- 
ered by SHSP. Hospital “Z” provid- 
ed 10,463 days of patient care in 
1954 (excluding newborn care), of 
which 10,002 days were covered by 
SHSP. 


To determine the number of hos- 
pital beds needed to provide the aver- 
age volume of care to the population 
using hospital “Z”, these two factors, 
together with the basic rate of 7.5 
beds per 1,000, are applied to the ad- 
justed population as shown above. 

With this number of beds and an 
average occupancy of not more than 
80%, the average daily census (exclud- 
ing newborns) would not exceed 29 
patients and the hospital would pro- 


Av. Stay 30-44 Bed Hospitals 8.5 


Total Days 10463 7.5 
Sea x 
SHSP Days 10002 1000 
vide a maximum of 10,585 days of 
care in a year. 








= 36.2 beds 


x 


Improvement of the standard of 
hospital care is an objective of all 
provincial health departments. Pay- 
ment of hospital construction grants 
is an example of this policy with 
which the public is probably most 
familiar. In Saskatchewan, however, 
this policy has also been expressed 
in the process of reviewing hospital 
budgets, particularly in regard to the 
question of overcrowded conditions. 
Overcrowding is generally indicated 
when average patient occupancy for 
the year exceeds 80% of a hospital’s 
measured bed capacity and the Hos- 
pital Rate Board has adopted that 
figure. Segregation of cases accord- 
ing to sex and type of illness usually 
makes it difficult to avoid overcrowd- 
ing in at least some wards when occu- 
pancy goes above this level. Over- 
crowding increases the fire hazard, 
adds to the risk of cross infection, and 
lowers the standard of patient care, 
as well as making it difficult to pro- 
vide for emergency cases. 


The following is the distribution of 
the estimated volume of in-patient 
care in hospital “Z”, which has em- 
ployed the actual number of days in 
the preceding year for this purpose: 


Newborn 
Days of Care for Adults and Children Days 
Type of Accommodation ~ SHSP Others Total ‘(All SHSP) 
|) ESO GPR OA SRNR POC e ET are 548 33 ~ 581 
OS eee eee 887 55 942, 
Public and Nursery .............. 8,567 373 8,940 648 
UDR ok ee reese ele Mo 10,002 461 10,463 648 
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Estimated average occupancy (excluding newborns): 


10,463 
Number of patients —-—— = 28.7 
865 
28.7 x 100 
Per cent of measured bed capacity --————— = 79.7 
36 


It will be noted in the foregoing 
example that the average patient oc- 
cupancy is stated in terms which ex- 
clude newborn care. The usual prac- 
tice in hospital statistics is to exclude 
newborns when dealing with such 
indices as bed capacity per 1,000 pop- 
ulation, average occupancy, construc- 
tion cost per bed, and hospital days 
per 1,000 population. This appears 
to be based mainly on the fact that 
newborn accommodation represents 
a smuch smaller space per person 
than is the case with other types. In 
some hospitals the mother and new- 
born child occupy the same room. 
Some hospitals, also, bill maternity 
cases at an inclusive rate which cov- 
ers both mother and child. 


Operating Costs 

Salaries represent about two-thirds 
of total operating costs in general hos- 
pitals and are the largest single ex- 
pense category in the budget. Dur- 
ing the rate setting process the esti- 
mated cost of employee services is 
reviewed, first, as to the number and 


Estimated Net Operating Expenditure (after adjustments) 


Deduct Estimated Income From: 


Extra Charges for Private Rooms ....... 
Extra Charges for Semi-Private Rooms 942 days @ 1.50 
648 days @ 2.00 


Newborns 
Sale of Non-SHSP Drugs 
Out-Patient Services 


types of employees in each depart- 
ment of the hospital and, second, with 
regard to salary rates payable to vari- 
ous classes of employees. The type 
of salary schedule used in the budget 
is illustrated in Exhibit C. (See page 
377). 


Other expenses in the budget are 
also reviewed during the rate-setting 
process, comparisons being made with 
the experience of other hospitals in 
the Province as well as with past ex- 
perience of the hospital concerned. 


Calculation of Rate 


An average rate per patient day is 
calculated from budget figures as ad- 
justed after review by the Hospital 
Rate Board. The greater part of this 
patient day rate is incorporated in 
semi-monthly lump sum payments, 
while the remainder is paid to hos- 
pitals when accounts are submitted. 
Below is an example of the method 
of arriving at the rates of payment in 
the 36-bed hospital previously refer- 
red to: 
$108,727.19 


581 days @ $2.50 $1,452.50 


1,413.00 
1,296.00 

332.00 
1,100.00 


5,593.50 


Less Estimated Rebates, Courtesy, Free Services 


and Bad Debts 


Estimated Expenditure to be Met from Public Ward Adult Rate 


440.00 
5,153.50 
$103,573.69 
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Average Per Diem Adult Rate 


Expenditure as above $103,573.69 





THE CANADIAN CHARTERED ACCOUNTANT, MAY, 1956 


$9.90 





Required 
Deduct Per Diem Payments for Adults 


Amount to be Included in Lump Sum Payments (Excluding Newborns) .. . 


Semi-Monthly Lump Sum Payment: 


(Adult Days 10,002 x $8.40) + (Newborn Days 648 x $1.00) 


24 


In examining the foregoing calcula- 
tion it will be observed that estimated 
income from various sources is de- 
ducted from the total estimated op- 
erating costs before arriving at the 
adult per diem rates. This procedure 
is adopted partly because of the dif_i- 
culty of determining the cost of pro- 
ducing certain of these income items 
and partly because of the assump- 
tion that in non-profit-making institu- 
tions income should approximate the 
cost of the services from which it is 
derived. 

A second point which may be noted 
in the calculation is that income from 
newborn care is recorded as $2.00 


Lump Sum Payments by SHSP: $3,527.70 x 24 = 


Per Diem Payments by SHSP: 
10,002 SHSP Adult Days x $1.50 
648 SHSP Newborn Days x_ 1.00 


Total SHSP Payments 


Other Income: 


Non-SHSP In-Patients 
Extra Charges for Private Rooms 


Extra Charges for Semi-Private Rooms . . 


Sale of Non-SHSP Drugs 
Out-Patient Services 


Less Rebates, Courtesy, Free Services, and Bad Debts .... 


Difference due to working to nearest cent 


Patient Days (Excl. Newborns) 10,463 - 


1.50 


$8.40 








$3,527.70 


per patient day. This is an arbitrary 
rate applied to newborns in all hos- 
pitals. Any difference between this 
rate and actual cost, of course, is ab- 
sorbed in the adult rate. It will also 
be seen that one-half of the $2.00 
rate is included in the semi-monthly 
lump sum payments and the other 
half in per diem payments based up- 
on accounts submitted for individual 
patients. 

On the basis of the data given in 
the example of rate calculation, the 
total estimated income of the hos- 
pital during the year would be de- 
rived from the following sources: 


Total Estimated Income (Equals total estimated 


operating expenditure) 


peed Abe $ 84,664.80 
Aer ae Nt a $15,003.00 

Pte Rn Ae ees n is 648.00 15,651.00 

ec ite Rats re 100,315.80 
461 Days x $9.90 4,563.90 
581 Days x 2.50 1,452.50 
942 Days x 1.50 1,413.00 
Se B he AA NOR 332.00 
FRE eee nae es 1,100.00 
8,861.40 

440.00 8,421.40 

108,737.20 

sees Kw le be 10.01 


$108,727.19 
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Since the rates of the plan are in- 
tended to cover the cost of efficient 
operation in individual hospitals, 
retroactive increases are sometimes 
effected after hospital financial state- 
ments are reviewed at the end of the 
year. Factors entering into the need 
for such retroactive rate increases, of 
course, are also reviewed. 


SHSP rates are accepted by a num- 
ber of other governmental agencies, 
both federal and provincial, which 
pay for the care of certain classes of 
patients in Saskatchewan hospitals. 
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The Saskatchewan experience pro- 
vides an illustration of a method of 
employing hospital budgets to deter- 
mine rates of payment under a pro- 
vince-wide hospital care insurance 
plan. A somewhat similar procedure 
is used in British Columbia by the 
B.C. Hospital Insurance Service. A 
wider application of this use of hos- 
pital budgets is a possibility once 
hospital care insurance is provided 
for the general population in addi- 
tional Provinces. 


A LAYMAN’S GLOSSARY OF ACCOUNTING TERMS 


Reserve. 











Troubles of the Small Practitioner 


W. G. LEONARD 


THe Accountinc profession has de- 
veloped a structure that is unique in 
that it consists of a relatively small 
number of nationally known firms, 
most of whose members are compar- 
atively unknown to the public at 
large, plus a large number of highly 
individualistic small practitioners 
whose names appear in the titles of 
their firms. Usually the leaders of 
the profession are members of the 
larger firms and the feeling persists 
that the problems of the small prac- 
titioners often receive less than ade- 
quate consideration. 

The profession is growing rapidly 
and much of the growth takes place 
on the frontier where we find the 
small practiticner engaged in a mar- 
ginal attempt to build up a profes- 
sional practice. If he fails, he will 
stop practising and seek employment. 
To the extent that he succeeds, the 
profession develops new _ contacts 
with Canadian business. 


The earliest problem of the small 
practitioner is that of survival, which 
usually depends among other consid- 
erations on the adequacy and the 
realism of his initial financing. Ac- 
cording to C.P.A. Handbook (Chap- 
ter 2), it usually takes from between 
six months to two years to become 
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established. It is wise to arrange 
for owning or borrowing a capital 
sum sufficient to meet personal re- 
quirements for the inevitable period 
of 12 to 18 months during which out- 
go of money will certainly outpace its 
inflow. 


The professional attitude of the 
small practitioner is important not 
only to himself but to the entire pro- 
fession. He needs to enhance his 
own stature as a professional man 
by building up a personal reputation 
and obtaining a full measure of re- 
spect and trust from his clients and 
their business associates. The small 
practitioner operating at the margin 
represents the first and closest con- 
tact between the profession and 
countless numbers of laymen who will 
form their judgments of the profes- 
sion from this initial impact. Even 
from purely political motives, the pro- 
fession should be equally as con- 
cerned with the problems of practi- 
tioners operating in marginal circum- 
stances as with those of the solidly 
established firms. Public prestige de- 
pends partly on a demonstration that 
the profession serves all sections of 
the communitv and that its policies 
are broadly based. 


The lone practitioner and the part- 
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ner of the small firm of professional 
accountants are subject to disadvant- 
ages similar to those which beset the 
general practitioner in medicine and 
the countyy lawyer. They tend to be- 
come “jack of all trades and master 
of none”. It is easy to become so 
busy and harassed that they neglect 
their professional reading, partly be- 
cause the flow is so great and the 
coverage so wide that no single per- 
son can keep pace with it all. The 
fact that he cannot master all the 
specialties may influence the small 
practitioner to eschew altogether the 
“theoretical” developments in the pro- 
fession and navigate purely by “feel 
and flair” in the realm of the “prac- 
tical”. In his daily practice the small 
practitioner is subject to all sorts of 
personal and community pressures. 
There is the constant temptation to 
skimp the quality of work on jobs 
where the fees are small and the more 
subtle temptation to assist the im- 
portant client by mirroring the 
client’s wishes rather than insisting 
on clear and harsh disclosures. 
Often there is a fear of personal in- 
adequacy based on lack of personal 
experience and on unavailability of 
trusted associates with backgrounds 
in specialized fields. 


The Nether Millstone 


Conduct of a small accounting 
practice is a highly competitive un- 
dertaking. Much of the competition 
comes from persons who are not 
members of any profession and are 
not bound by any ethical standards. 
For example, in Ontario, all “public 
accountants” are licensed but unfor- 
tunately the term “public account- 
ant” is extended to include not only 
the professional practice of account- 
ancy but the pedestrian routine of 


the monthly bookkeeper. The li- 
censing legislation does little to assist 
the small practitioner. Rather, it 
makes it more difficult for him to edu- 
cate the public in distinguishing the 
public accountant from the part-time 
employee. When all are included, 
the distinction becomes blurred and 
the non-professional is encouraged to 
assume equal status with the profes- 
sional in the eyes of the business com- 
munity. The profession could great- 
ly assist the small practitioner by 
formulating and publishing clear dis- 
tinctions between part-time employ- 
ment in bookkeeping and the profes- 
sional practice of accounting and try- 
ing to have the distinction clearly 
drawn in the licensing legislation. 


The Upper Millstone 


The accounting profession suffers 
greatly from a lack of sympathy be- 
tween the smaller firms and the larger 
firms. This is a situation about which 
it is painful to write, but which is not 
likely to be corrected until both the 
condition and the reasons for it are 
subjected to dispassionate analysis. 
This cleavage is not nearly so clear- 
cut in other professions such as law 
or medicine. The large firms of law- 
yers or of doctors usually are some- 
what loosely knit associations of in- 
dividual practitioners whereas, in ac- 
counting, the large firms more near- 
ly imitate business corporations in 
presenting an impersonal monolithic 
facade to non-members. 

A small practitioner in law or in 
medicine is far more likely than is 
the public accountant to refer a diffi- 
cult or unusual case to a specialist, or 
to call into consultation another prac- 
titioner with whom he has no direct 
contractual ties. The needs of mod- 
ern business seem to require two 
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kinds of accounting practitioners, the 
large national or international or- 
ganizations, whose staff members are 
transferred or move freely from city 
to city in much the same way as per- 
sonnel of other large nation-wide or- 
ganizations, and the small offices with 
roots in a single community. There is 
no logical reason why friendly coop- 
eration should not grow up between 
the large firms and the small firms 
rather than the fear and mistrust 
which all too often is felt by the lat- 
ter with regard to the former. It 
should not be outside the exercise of 
human ingenuity for firms local in 
scope and firms national in scope to 
establish cordial relations with each 
other, cooperate in the sharing of 
professional work and in the recruit- 
ing and training of staff and in other 
practical ways with a view to build- 
ing up attitudes that would be more 
truly professional and less starkly 
competitive. 

Before leaving this subject the 
writer wishes, as a member of a small 
firm, to acknowledge with gratitude 
the friendly assistance he has re- 
ceived from time to time from mem- 
bers of larger firms. Friendly co- 
operation is possible and often re- 
warding but is not always easy to 
achieve. No doubt, the small prac- 
titioner when he feels himself ag- 
grieved would often do better to go 
and talk frankly with the seemingly 
too aggressive competitors whose ac- 
tions he criticizes, rather than mere- 
ly lick his wounds and grumble. 
However, the competitive advantages 
of the larger firms and their seeming- 
ly impersonal appearance and _atti- 
tudes make it difficult for the small 
practitioner to take the initiative in 
seeking cooperation even in situa- 
tions where he feels so inclined. 
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Professional Organization and 
Education 


One acute disadvantage under 
which the small practitioner has la- 
boured in the past is the fact that 
most of the worth-while training and 
refresher programs which exist in 
Canada have been established by pri- 
vate firms for their own members and 
students rather than by the profession 
for its general membership. The pro- 
fession educates and examines the 
student until he obtains his degree. 
After graduation little is available 
except the training afforded to em- 
ployees within an industrial organi- 
zation or within a large professional 
firm. Perhaps the writer rates so 
highly the advantages afforded to 
those attending the annual staff con- 
ferences of some of the larger ac- 
counting firms because he has never 
had the opportunity of attending one! 
Fortunately more opportunities of 
fruitful meetings with his profession- 
al brethren are being made available 
to the small practitioner in recent 
years than formerly. The profession 
is commencing to organize some ex- 
tremely worth-while conference ses- 
sions at the annual meetings of the 
Canadian Institute. Some regional 
conferences have been held and more 
are in prospect. The Research Com- 
mittee has also helped unite the en- 
tire profession by acting as spokes- 
man for it and enunciating principles 
resulting from the combined experi- 
ence of its members. Winter study 
groups have been organized in at 
least one metropolitan centre. No 
one has yet promoted in Canada a 
full-fledged refresher course for prac- 
tising accountants, but perhaps this 
may materialize before too many 
years pass. Surely such a develop- 
ment is devoutly to be hoped for. 
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Accounting for Bank Mortgages 


W. E. McLAUGHLIN 


THE ENTRY IN Marcu 1954 by the 
chartered banks into the business of 
making mortgage loans insured un- 
der the National Housing Act, 1954 
posed some interesting accounting 
problems both for the banks and for 
Central Mortgage and Housing Corp- 
oration. 


Prior to that date the banks were 
prohibited from making mortgage 
loans and therefore had no experi- 
ence with mortgage accounting. Like- 
wise, Central Mortgage, which had 
been administering the National 
Housing Act, had no experience in 
dealing with banks as lenders. Pre- 
viously, insurance companies did 
most of the N.H.A. lending and the 
accounting methods provided in the 
mortgage forms were probably drawn 
up with their centralized bookkeeping 
methods in mind. Those charged 
with the task of making workable the 
procedure under the new N.H.A. 
were faced with the problem of 
blending the accounting as called for 
in the mortgages with the branch ac- 
counting of the banks, without making 
any radical changes in either. At 
the same time they had to make sure 
that the system continued to fit the 
accounting practices of the insurance 
companies who would still be grant- 
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ing a large volume of N.H.A. mort- 
gages. 

A feature of all N.H.A. mortgages is 
that payments are made monthly. 
Not only do these payments include 
principal and interest but also 1/12 
of the estimated annual taxes on the 
mortgaged property. Central Mort- 
gage had been using, and now made 
available to the banks, two types of 
mortgages embodying that feature. 
The only difference between them 
was in their accounting methods. 


“Regular” Mortgage 

One was known as the “regular” 
or “blended” payment mortgage. It 
called for equal monthly payments 
over the life of the mortgage divided 
between principal and interest as de- 
termined by an amortization table. It 
also stipulated the payment each 
month of 1/12 of the estimated an- 
nual taxes. The lender was required 
to segregate these tax payments in a 
special account to which was charged 
the entry for the payment of the 
taxes when due. Should the tax bill 
change, the amount of the monthly 
payments could be correspondingly 
altered. 

By the terms of the mortgage the 
lender was also obliged to pay inter- 
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est on credit balances in the mortgage 
account at the current rate paid by 
chartered banks on savings accounts, 
calculated on the minimum monthly 
balance. Conversely, if the payment 
of taxes should create an overdraft in 
the tax account, he was permitted to 
charge interest on this at the mort- 
gage rate, calculated on a daily basis. 


“Flat Rate Payment” Mortgage 


The other type of mortgage was 
known as the “flat rate payment” 
plan. The amount of the monthly 
payment over the duration of the 
mortgage was determined from an 
amortization table, but the table 
was then never used further. The 
monthly payment comprised (1) 
principal, (2) interest and (3) 1/12 
of the estimated annual taxes. How- 
ever, the whole amount of the month- 
ly payment was treated as a principal 
repayment and credited to the mort- 
gage account. When taxes were due, 
they were paid at debit of the mort- 
gage account. Semi-annually, on 
what in mortgage parlance are known 
as the “gale dates”, interest was cal- 
culated at the mortgage rate on the 
daily balance in the mortgage ac- 
count. The amount of interest so cal- 
culated was then capitalized by 
charging it to the balance of the mort- 
gage. 

At first glance, the “flat rate pay- 
ment” mortgage seemed ideally suited 
to banks, because its type of account- 
ing was one to which their loan de- 
partments were quite accustomed. By 
volume, most of the ordinary loans 
made by banks are by way of demand 
notes on which interest is calculated 
on the outstanding daily balances in 
the loan account. A mortgage ac- 
count under the “flat rate payment” 
plan would be identical with the de- 
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mand loan ledger card except that the 
interest would be calculated only 
semi-annually and debited to the 
mortgage account rather than charg- 
ed to the customer’s deposit account 
or billed to him. 


However, further investigation re- 
vealed that this mortgage was not 
suitable. The National Housing Act, 
1954 provides that mortgages are 
saleable. At the time these negotia- 
tions were taking place, the banks did 
not know whether a market for such 
mortgages would develop or indeed 
whether they might be interested in 
selling mortgages. For the purposes 
of the discussions, however, they had 
to assume that any mortgage made 
might be sold. This was a stumbling 
block to the adoption of the “flat rate 
payment” mortgage. If a mortgage 
was sold, the principal and interest 
portion of the monthly payment 
would have to be remitted to the pur- 
chaser. Yet under the Act the lender 
was charged with the responsibility 
of servicing the mortgage which, 
amongst other things, meant seeing 
to the payment of taxes. Therefore, 
the lender would have to retain the 
tax portion of the monthly payment. 
This was impossible under the “flat 
rate payment” plan because the tax 
portion was merged with the princi- 
pal and interest as a reduction in the 
amount of the mortgage. Obviously, 
it would not be feasible for a lender 
to remit the whole monthly payment 
to the purchaser of the mortgage and 
then requisition him for funds when 
taxes had to be paid. 


Attention was then turned to the 
“regular” form of mortgage. This 
type facilitated sale of the mortgage 
by calling for the segregation of the 
tax portion of the monthly payment 
and made it possible to remit to the 
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purchaser the principal and interest 
portion only. 


Difficulties of Calculation 

A difficult problem was encounter- 
ed in the use of the amortization table. 
Some banks planned to keep their ac- 
counting for mortgages in branches, 
and it would impose an extremely 
heavy burden on a branch staff to refer 
to an amortization table each month 
in order to determine the amount of 
the payment representing principal 
and the amount representing interest. 
Not only would this be time-consum- 
ing, but because of the precise man- 
ner in which Central Mortgage valued 
houses, the mortgages generally work- 
ed out to odd dollars and it would 
have been necessary to obtain an am- 
ortization table for almost every in- 
dividual mortgage. In some instances 
mortgages do not close out at the 
exact amount approved and if the 
final figure differed from the original 
amount, another amortization table 
would have to be obtained. Further- 
more, these tables assume that pay- 
ments would be made on the same 
day each month for 25 years. Ob- 
viously, because of Sundays and legal 
holidays and human frailties, this 
could not be expected, but the cost 
of calculating a few days interest ar- 
rears on a late payment would in 
most cases be far more than the am- 
ount of interest involved. 

It was then thought that it might 
be necessary to devise a third form 
of mortgage, one which would seg- 
regate the tax portion of the month- 
ly payment and yet treat the interest 
and principal portion in the same way 
as the “flat rate payment” mortgage 
does. Fortunately, however, it was 
found by experiment that the “regu- 
lar” form of mortgage could be adapt- 
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ed to the accounting procedure de- 
sired by the banks. A sample mort- 
gage was carried through to maturity 
both by means of an amortization 
table and also by treating the prin- 
cipal and interest portions of the 
monthly payment as principal pay- 
ments with interest calculated semi- 
annually on a daily basis and capit- 
alized. If the payment dates were 
assumed to be the same, the results 
were identical in each case. 


A Happy Solution 


Central Mortgage therefore sug- 
gested that the banks use the “regu- 
lar” form of mortgage. This has 
proven to be quite a happy solution 
to the problem. The banks now have 
a tvpe of mortgage which permits the 
required accounting both to facilitate 
the sale of mortgages and to fit in 
with their own bookkeeping methods. 
The tax portion of the monthly pay- 
ment is segregated in a separate ac- 
count. The portion representing prin- 
cipal and interest is treated as a prin- 
cipal repayment, and interest on the 
mortgage is calculated semi-annually 
on a daily basis and added to the 
debt. By this means, a borrower is 
penalized automatically for late pay- 
ments without any extra calculations 
on the part of the lender and, con- 
versely, benefits if his payments are 
a day or so ahead of time. 

This method of accounting does, 
however, result in a 25-year mortgage 
not necessarily being completely paid 
out on the 300th payment. If the 
borrower has consistently been slight- 
ly in advance in his payments, the 
mortgage might be wiped out on the 
299th payment. On the other hand, 
if he has been dilatory frequently in 
his payments, the additional interest 
capitalized might result in a small 
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balance remaining 25 years hence. 
The mortgage provides that any bal- 
ance outstanding at the maturity date 
is payable on that date. (Of course, 
from a practical point of view, no 
lender is going to have any concern 
about a first mortgage which is down 
to a very nominal amount after the 
300th payment has been made.) 


Another Obstacle 

There was one more difficulty to 
overcome before this type of mort- 
gage could finally be adopted by the 
banks. As mentioned earlier, because 
the preliminary negotiations with 
Central Mortgage had to be conduct- 
ed on the assumption that each mort- 
gage might be sold, the “regular” 
form was adopted with flat rate pay- 
ment treatment of principal and in- 
terest. The assumption had to be 
carried one step further, however. 
Perhaps the mortgage might be sold 
to a non-resident, and thus be subject 
to a 15% withholding tax on the 
amount of the interest involved in 
each monthly payment. According 
to the wording of the Income Tax 
Act, this withholding tax had to be 
deducted at the time the lender re- 
mitted the interest payment to the 
non-resident purchaser. Obviously, 
the mortgages would be sold on the 
basis of the payments being remitted 
monthly as received, and hence this 
meant a monthly withholding. But, 
unfortunately, the amount of interest 
in the monthly payments would not 
be known because the payment was 
treated as principal; it was only when 
the semi-annual gale date was reach- 
ed that interest for the previous six 
months could be calculated and cap- 
italized. 

Here was another impasse. It was 
solved by a conference with senior 
officials of the Department of Nation- 
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al Revenue who fully appreciated the 
problem. They handed down a rul- 
ing to the effect that although the 
withholding tax would have to be ap- 
plied monthly, it could be estimated 
on the basis of 1/6th of 15% of the 
amount of the interest capitalized at 
the last semi-annual gale date. This 
amount would be withheld each 
month during the next six months. 
Then an adjustment would be made 
when the exact amount of interest 
during this six-month period was de- 
termined at the next gale date. 
While somewhat complicated, it was 
at least a workable solution. 


Appropriate Accounting Procedures 


With all these preliminary discus- 
sions over, it was not difficult to work 
out relatively simple forms and rou- 
tine for the accounting involved for 
mortgages at branch banks. While 
no two banks developed exactly the 
same system, the one described here 
is typical and it is likely to differ from 
others in detail only. 

The granting of mortgage loans 
meant the opening of two new gen- 
eral ledger accounts — the asset one 
being called “Mortgages” and the lia- 
bility one “Taxes”. A card was de- 
vised which would carry simultan- 
eously the asset and liability items 
with the totals of each corresponding 
to the balances in the general ledger 
accounts. One part of the card was 
designated “Principal and Interest” 
and the other “Taxes”. As progress 
advances were made on the mortgage, 
the amounts were debited to the 
“Principal and _ Interest” section. 
When repayment commenced, the 
monthly amount necessary to amor- 
tize the mortgage was credited. Semi- 
annually, in space provided on the 
card, interest was calculated on the 
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daily balances and the total of such 
interest for the six-month period was 
then charged to the balance. On the 
other section of the card, the tax por- 
tion of the payment was credited each 
month. As taxes were paid, the out- 
lays were debited to this balance. 
Space was also provided for the cal- 
culation of debit or credit interest, as 
the case may be, on the balance in 
the tax account. By a ruling from 
the Inspector General of Banks, the 
credit balances in the tax accounts 
were treated for classification pur- 
poses as personal deposits. At regu- 
lar intervals the totals of each section 
on the cards were balanced to the 
general ledger accounts. 


When a mortgage is sold, the ac- 
counting is slightly altered. It is im- 
portant to bear in mind that the sale 
does not affect the borrower and that 
the accounting of the mortgage from 
his point of view must be uninter- 
rupted and unchanged. Upon the 
sale of a mortgage the balance is re- 
moved from the bank’s assets but, 
since the bank must take care of 
taxes, it retains any balance in the 
tax account. At the time of sale, the 
balance of the mortgage and tax ac- 
count are transferred to an identical 
card of a different colour. The 
change in colour is to permit ready 
identification of the sold mortgage 
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because, while the bookkeeping must 
be continued, the balance of the 
mortgage is no longer in the gen- 
eral ledger account, although the tax 
portion remains in the general ledger 
account for taxes. Instead of a gen- 
eral ledger account for the principal 
of the mortgage, a control account is 
opened up. When a monthly pay- 
ment is made, the tax portion con- 
tinues to be credited to taxes account 
on the card and in the general ledger 
as formerly. The principal and in- 
terest portion, however, is remitted to 
the purchaser but since payment must 
be recorded, this is done on the card 
for the sold mortgage and on the 
master control card to permit bal- 
ancing. Interest is calculated and 
capitalized semi-annually as former- 
ly. The charge made by the bank 
for servicing the mortgage for the 
purchaser can be deducted from a re- 
mittance monthly, quarterly, or semi- 
annually or as otherwise arranged be- 
tween the bank and the purchaser. 


Once adopted, these methods have 
worked with ease. The accounting 
for mortgages has proved to be no 
impediment to the banks who, from 
the inception of this business in 
March 1954 up to the end of 1955, 
made commitments for mortgages un- 
der the National Housing Act of just 
under $500,000,000. 








Business Interruption 
Insurance Claims 


A. D. PETER STANLEY 


OF MISFORTUNES wrought by fire 


many a Canadian businessman might 


say with the psalmist, “It is good for 
me that I have been afflicted; that I 
might learn thy statutes.” It is unfor- 
tunately true that many do not dis- 
cover the meaning of their business 
interruption insurance until their 
burned premises lie in ruins, and 
evidence of this is to be found in the 
high percentage of claims paid only 
in part because of the impact of co- 
insurance. 

The businessman might be excused 
his ignorance, but it cannot be de- 
nied that some vendors of this kind 
of insurance also have much to learn 
about it. In one loss adjustment 
it developed that neither the insured 
nor his agent had appreciated that 
there was a coinsurance clause in the 
contract, and the claim amounted to 
15% of the actual loss sustained, de- 
spite the fact that the face value of 
the insurance exceeded the loss. The 
insured might have kept his coverage 
up to the requirement had he rea- 
lized his obligation to do so. 

Perhaps the novelty of this type of 
insurance is due in part to the very 
remarkable advances that have been 
made in the science or art of account- 
ing since the turn of the century. Ad- 
mittedly, earnings insurance was be- 
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ing written during the first half of the 
last century, but it is only in the last 
25 years that it has been given the 
attention it deserves. 


The Significance of Words 


A reading of any of the standard 
business interruption insurance forms 
in use in Canada will indicate why 
an accountant should be particularly 
interested in such a subject. The 
wording in the forms contains many 
expressions that are common in ac- 
counting terminology, and the re- 
quirements call for the exercise of 
skills normally expected of an ac- 
countant. In fact, members of the 
profession lock horns in almost every 
case involving a substantial loss, act- 
ing on one side for the insured and 
on the other for the insurers. With 
most businesses it is only by the com- 
bined effort of all departments of 
management that a considered esti- 
mate of the amount of a loss can be 
made, since one must make a con- 
vincing prediction of what would 
have happened to the business had 
there been no fire. The coordination 
of estimates and the preparation of 
the claim in a manner to satisfy the 
requirements of the policy wording 
are jobs for a competent accountant. 
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A proper understanding of busi- 
ness interruption insurance claims can 
only be acquired through a meticu- 
lous reading of the various forms, 
which can be obtained without charge 
from any company, broker or agent. 
Every word is significant, and ac- 
countants are cautioned against at- 
taching generally accepted meanings 
to such expressions as “net profits”, 
“gross profits”, “fixed charges and ex- 
penses”, etc. Although these expres- 
sions have approximately the same 
meaning as they do in accountancy, 
the difference can sometimes be of 
material importance in establishing 
the amount of a loss. 


The Standard Insurance Forms 
(a) “Use and occupancy” forms — 

Form No. 1 — Two item 80% coin- 
surance form for 
mercantile or non- 
manufacturing 
risks. 

Form No. 2 — Two item 80% form 
for manufacturing 
risks. 

Form No.3—Single item gross 
earnings form for 
mercantile or non- 
manufacturing 
risks. 

Form No. 4— Single item gross 
earnings form for 
manufacturing 
risks. 

(Forms No. 8 and No. 4 offer the 

the choice of a 50%, 60%, 70% or 

80% coinsurance requirement. ) 
(b) The “Profits” or “English” form. 
The intention of each of these forms 
is to compensate for both the actual 
loss sustained and the expenses in- 
curred to reduce such loss. Each at- 
tempts to guarantee the insured that 
he shal] find himself in no worse (and 


no better) position than if he had 
not suffered a fire. (The peculiarities 
of enterprises such as newspapers, 
canneries, mines, distilleries, universi- 
ties, etc. can be taken care of by cus- 
tom-made forms and sometimes by 
endorsement of the so-called standard 
forms. ) 

The fundamental differences be- 
tween the “use and occupancy” forms 
and the “profits” form relate to: 


(a) What is Insured 
Use and occupancy forms — 
The actual loss sustained, meas- 
ured as the net profit prevented 
from being earned and such ex- 
penses as must necessarily con- 
tinue during a total or partial 
suspension, (two item forms), 
or conversely the gross earnings 
less those expenses which do 
not continue (gross earnings 
forms ). 
Profits form — 

The “gross profit” on the reduc- 
tion in turnover caused by the 
fire. Gross profit does not have 
the generally understood con- 
notation, but is defined as the 
sum of the net profit and in- 
sured standing charges. The 
business must suffer a reduction 
in turnover to justify a claim. 


In the interests of simplicity, in- 
surance people often say that the 
profits form insures against loss of 
sales and use and occupancy in- 
sures against loss of production. 


(b) The Indemnity Period 
Use and occupancy forms — 
Begins with the date of the fire 
and continues for a period not 
exceeding the length of time re- 
quired to rebuild, repair or re- 
place the part of the property 
destroyed or damaged, regard- 
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less of the fact that the effects 
of the fire may continue to be 
felt after the restoration of the 
productive facilities. 
Profits form — 
Begins with the fire and con- 
tinues for the time thereafter 
during which the turnover falls 
short of the level anticipated 
before the fire occurred. Thus 
(by contrast with the use and 
occupancy forms) the insured 
can be indemnified beyond the 
date when his premises are re- 
stored. 
Under both classes of forms the 
insurance is usually written to 
cover a period of twelve months 
from the date of fire. It can be 
written for longer periods, but a 
twelve-month limitation is man- 
datory if the policy includes a 
premium adjustment clause. 


(c) The Coinsurance Feature 

Use and occupancy forms — 
A mandatory 80% of insurable 
value in the case of the two 
item forms. The gross earnings 
forms hold out a choice of 50%, 
60%, 70% or 80%. 

Profits form — 
100% mandatory. 


(d) Expenses Incurred to Reduce the 

Loss 

Use and occupancy forms — 
These are allowed in full, re- 
gardless of whether the loss it- 
self is coinsured, provided only 
that they do not exceed the am- 
ount by which they have served 
to reduce the loss. 

Profits form — 
In this contract the expenses 
are referred to as “increase in 
cost of working” and are allow- 
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ed to the extent that they do 
not exceed the sum produced 
by applying the rate of “gross 
profit” to the reduction in turn- 
over which is avoided by vir- 
tue of their having been in- 
curred. However, the increase 
in cost of working is subject 
to a coinsurance requirement 
(found in provision No. 2 of 
the wording) which roughly 
says that the amount recover- 
able shall be in the ratio of the 
sum of the net profit and in- 
sured standing charges to the 
sum of the net profit and all 
standing charges. The exist- 
ence of this second co-insur- 
ance clause is often overlooked. 


Within the category of the use and 
occupancy forms there is one main 
difference. Under gross earnings 
coverage everything must be insured 
except the cost of merchandise sold 
(mercantile form No. 3) or the cost 
of raw stock (manufacturing form 
No. 4), which means that all payrolls 
must be included in estimating the 
insurance required. With the two 
item forms, however, ordinary pay- 
roll (the salaries and wages of dis- 
pensable employees whom the insur- 
ed is not bound to employ if work is 
interrupted) is expressly barred from 
Item I, and can be insured only if 
mentioned as a separate amount un- 
der Item II and under no circum- 
stances for any longer than 90 days. 


The dissimilarity of the manufac- 
turing and mercantile forms is logical 
and deals chiefly with the distinctive 
inventories of the two types of busi- 
ness. It is possible to combine these 
risks under the one use and occu- 
pancy form to provide for situations 
where manufacturers trade in goods 
not of their own making. 
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Points to be Cleared 


Although claims are based on esti- 
mates of future results there is no 
need to wait until the expiration of 
the indemnity period to settle a loss. 
On the contrary, it is generally to the 
advantage of both insured and in- 
surer to do so as quickly as possible. 
Before proceeding with the prepara- 
tion of the claim, it is customary for 
the insured to clear certain points 
with the adjuster. Among these are: 
1. The length of the period of in- 

demnity. 

2. The insured’s responsibility to ex- 
ercise due diligence and despatch 
in getting back into business, and 
the possibility of reducing the loss 
by carrying on a partial operation 
in the affected premises or in al- 
ternate premises. 

8. The special expenses which the 
insured will be entitled to claim in 
the event that he does conduct a 
partial operation. 

4. A rough (and non-obligatory) es- 
timate of the loss to enable the 
adjuster to warn the insurers of 
the amount of their liability. 

5. The nature of the information the 
adjuster will require in order to 
settle the claim. 


Importance of Financial Statements 


Consideration must always be given 
to the results of the business immedi- 
ately preceding the fire and the prob- 
able results in the succeeding period 
had no fire occurred. For this rea- 
son the importance of financial state- 
ments is readily apparent. It is a 
good idea to keep an extra copy of 
them away from the insured premises. 
Should all financial data be destroyed, 
a claim can only be settled by nego- 
tiation, and since the onus of proof 


rests with the insured the settlement 
could very well be to his detriment. 


Not only are the statements for the 
period immediately prior to the date 
of loss essential, but if the insured 
hopes to establish an upward trend, 
it is clearly to his advantage to be 
able to show that the trend is borne 
out by financial statements of several 
years. Businesses having seasonal 
implications should certainly prepare 
their accounts at intervals sufficiently 
frequent to illustrate such implica- 
tions. 


The illustrations which follow (pp. 
396-400) do not presume to cover 
every possible loss situation. The 
two mercantile use and occupancy 
forms have been omitted because of 
space limitation and because they and 
the manufacturing forms are generic. 
If for no other reason the schedules 
have been inserted in the hope that 
they will demonstrate the interplay of 
insurance requirement and amount 
recoverable. Because the amount of 
insurance required is always calcu- 
lated for a future period commencing 
with the date of the fire, businesses 
should unquestionably add a safe 
margin for contingencies to their 
known requirements. If an insured 
has been wise enough to have a pre- 
mium adjustment clause, and can 
show that the insurance was neither 
increased nor decreased during the 
year except through a loss payment, 
he will suffer the rather doubtful 
penalty of having as much as 50% of 
the premium refunded to him for 
having carried too much insurance. 
The coverage under policies of long- 
er term than 12 months (which are 
ineligible for premium adjustment) 
should be reviewed often and chang- 
ed without hesitation during the term 
as the operating results warrant. 
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ILLUSTRATION OF CLAIM UNDER USE AND OCCUPANCY FORM NO. 2 
(Two Item Form with 80% Coinsurance Clause for Manufacturing Risks) 


























Actual 
Forecast of expenses 
operations during the 
for 12 months Amount of su-pension 
following date insurance and loss of 
of loss required net profit 
SaLes — (net) . $3,000,000 
EXPENDITURES 
Raw materials 1,200,000 
Other — 
Payroll and payroll burden 
Ordinary ‘ Ae teanrd 1,000,000 
Indispensable employees : 100,000 100,000 100,000 
Light, heat and power 60,000 (a) 2,000 2,000 
Provision for depreciation ... . 5 70,000 70,000 . 10,000 (b) 
Taxes other than income eet nats 30,000 30,000 25,000 
Pension plan contributions Poe 12,000 (c) 10,000 10,000 
Insurance ra i iace a eas ee 25,000 25,000 5,000 
Repairs and maintenance . te 20,000 20,000 
py Ss ee ee : 8,000 8,000 4,000 
Directors’ fees Pe Oust ae 6,000 6,000 6,000 
Legal and audit PER ete 6,000 6,000 3,000 
Telephone and telegraph ....... . 5,000 5,000 1,000 
Donations ROE OC TCE ee 3,000 3,000 1,000 
Miscellaneous FCN RMT eh ac. 25,000 25,000 13,000 
$2,570,000 310,000 180,000 
PROFIT BEFORE INCOME TAXES $ 430,000 430,000 430,000 
| ii $740,000 
INSURANCE REQUIRED (80%) .. eee 592, 
INSURANCE COVERED — (therefore the insured ape 
is not a co-insurer ) $650,000 
AMOUNT CLAIMED a. $610,000 
AMOUNT RECOVERABLE $610,000 


The circumstances 


Ordinary payroll was not insured under item II of the policy wording. 

Insurance of $650,000 was carried for a term of 12 months. 

The adjuster estimated that it would require more than 12 months to rebuild the 

premises, which were completely destroyed. There was a total suspension of business 

and a total loss. 

4, No expenses were incurred to reduce the loss because it was impossible to carry on a 
partial operation. 

5. The claim was for loss of profit and expenses which necessarily continued during 

the suspension. 
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NOTES: 

) The minimum charge under the insured’s contract with the utility company was 
$2,000 and only this part of light, heat and power expense was insurable. 

(b) Depreciation of assets off the premises and not destroyed by the fire. 

(c) When placing the insurance the insured pointed out that certain employees who 

would be dispensable in the event of a lengthy shutdown were nevertheless covered 
by the pension plan. The insured’s portion of these contributions, amounting to 
$2,000 a year, was therefore excluded from insurable value on the ground that it 
should be treated in the same way as ordinary payroll. 
This illustration has been made purposely because the wording of the form does 
not state whether ordinary payroll includes all emoluments such as pensions, work- 
men’s compensation, unemployment insurance etc. The author's view is that total 
remuneration is intended, but some underwriters may disagree. 
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ILLUSTRATION OF CLAIM UNDER USE AND OCCUPANCY FORM NO. 4 
(Single Item Gross Earnings Form for Manufacturing Risks) 
Forecast of 
operations Results of 
for 12 months Amount of partial operation 
following date insurance conducted during 








of loss required the suspension 

SaLes — (net) _. $3,000,000 $800,000 

EXPENDITURES ne 

Raw materials 1,200,000 200,000 

Other — 0 

Payroll and payroll burden 

Ordinary ; ; 1,000,000 305,000 

Indispensable ‘englopen Dunge 100,000 50,000 

Light, heat and power ........ 60,000 26,000 

Provision for depreciation ...... 70,000 22,000 

Taxes other than income 30,000 15,000 

Pension plan contributions ...... 12,000 6,000 

Insurance een cree esl tehsts 25,000 10,000 

Repairs and maintenance ...... 20,000 11,000 

NN Se Ne mcd ohn aap neko Sails 8,000 5,000 

RE EMEIR OI 65 hse .0 ko aoe BGS 6,000 3,000 

Hegel Gn GUI 6 6. re koe 6,000 3,000 

Telephone and i Sein Sores 5,000 3,000 

Donations ... ; Fe Saat 3,000 1,000 

Miscellaneous .................. 25,000 10,000 

1,370,000 1,370,000 
2,570,000 670,000 
PROFIT BEFORE INCOME TAXES $ 430,000 430,000 $130, 000 
$1,800,000 


INSURANCE REQUIRED (50%) $ 900,000 


INSURANCE COVERED . : ee $ 700,000 
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SUMMARY 

Profit that would have been earned in the 6 months 

had there been no fire ........... Dee etese 215,000 
Deduct: 

Profit earned by the partial operation ....... siege tant go 130,000 
Actual loss sustained . : . $ 85,000 

700,000 
overable — ———— of $85,000 

Amount recoverable 900.000 of $85, 

(Portion of loss borne by the insured because of coinsurance—$18,899 ) 66,111 
Add: 

Expense incurred to reduce the loss .. Rava Soh. 37,000 
TOTAL AMOUNT CLAIMED AND RECOVERABLE .. Pee caso .. $ 108,111 





The circumstances 





. Insurance of $700,000 was carried for a term of 12 months. 

2. The insured chose the 50% insurance requirement (of 50% 60%, 70% or 80% available to 
to him). 

83. The indemnity period was agreed to be 6 months, the length of time which the adjuster 
estimated would be required to repair the damaged premises. The seasonal nature 
of the business was not considered to be of material importance, and the measure 
of the loss was taken to be 50% of the profit forcast for the year. 

4. The insured conducted a partial operation and in so doing incurred extaordinary 
expenses quite apart from those shown in the results of that operation. 

These were — 


Long distance telephone calls and cables in connection with the 


procurement of raw materials and special machinery 1,000 
Air express charges — vital machinery and _ parts 600 
Special overtime pay i he: 4,400 
Rent of outside warehouse facilities 6,000 
Construction and demolition of temporary alterations 25,000 


$37,000 
The adjuster allowed these expenses in full because the insured, by incurring them, 
had been able to carry on a partial operation which not only “earned” (in the 
language of insurance men) all the expenses of the business, but reduced the 
loss by $130,000. 
The claim was for the net profit that would have been earned in the 6 months had 
there been no fire, less the actual profit in that period, and plus expenses incurred 


to reduce the loss. 


ot 
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ILLUSTRATION OF CLAIM UNDER PROFITS FORM 


Forecast of 

operations Gross profit 
for 12 months as defined 
following date in the policy 





of loss wording 
TURNOVER ...... . $3,000,000 
EXPENDITURES 7 7 ee 
Raw materials ...... a et : 1,200,000 
Other — 
Payroll and payroll burden 1,100,000 100,000 
Light, heat and power .... WE hot ASR oc: 60,000 
Provision for depreciation ’ eis 70,000 
Taxes other than income 30,000 30,000 
Pension fund contributions be 12,000 10,000 
RUBUNOHOR. 2G... 265 S294 Seen Row 0, tals pais 25,000 
Repairs and maintenance 20,000 
BNI ia on. ; Weta 28 sp Bar coe RE v5) oot de 8,000 8,000 
Directors’ fees ..... De tried ; 5s 6,000 6,000 
Legal and audit ..... pd ee 6,000 6,000 
Telephone and _ telegraph bh eee 5,000 
Wonauons ........ ae ee 3,000 
Miscellaneous .. . nM, 25,000 
$2,570,000 
PROFIT BEFORE INCOME TAXES ; cave $ 430,000 430,000 
INSURANCE REQUIRED (100%) bieerh $590,000 
INSURANCE COVERED oe se fie fms $500,000 
GC 590,000 19.67% 
ROS: IT PERCENTA! Sere 9 675 
SS PROFIT PERCENTAGE 5000,000 
REDUCTION IN TURNOVER DURING THE INDEMNITY PERIOD $600,000 
AMOUNT CLAIMED — 19.67% of $600,000 te: 118,020 
500,000 
AMOUNT RECOVERABLE ———_————_ of $118,020 100,017 
590,000 
PORTION OF LOSS BORNE BY THE INSURED 


BECAUSE OF COINSURANCE .............. ; $ 18,003 


The circumstances 


1. The insured’s application named the following “insured standing charges” — 
Salaries and wages of permanent staff, foremen and skilled employees whose 
services would not be dispensed with should the business come to a standstill. 
Taxes, 
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Pension fund contributions for indispensable employees. 
Interest on bank loans and other borrowed capital. 


Directors’ fees. 
Legal and audit fees. 


2. Insurance of $500,000 was carried. 


3. The fire caused partial damage to the premises and the insured was able to carry 


on manufacturing on a reduced scale during the interruption. 


After several months 


he informed the adjuster that turnover was back to normal, and by comparing the 
actual turnover in the indemnity period with that of the identical period of the pre- 
vious year (as adjusted to provide for the trend and other circumstances which would 
have affected the business had there been no fire) it was agreed that there had been a 


reduction in turnover of $600,000. 


4. The insured did not incur any “increased cost of working”. 


Individuality of Settlements 


No two businesses are precisely 
identical, and the same can be said of 
losses. Therefore, one cannot lay 
down hard and fast rules for the 
factual-fanciful job of preparing 
claims. But the tools are many, and 
when properly used the estimates 
bear the unmistakable hallmark of 
reality. The victim of the fire may 
even learn something new about his 
own business and will emerge from 
it all convinced of the virtues of 
budgeted forecasts. Graphs, budgets, 
financial statements, market reports, 
government _ statistics, competition, 
the projected sales campaign that had 
to be abandoned — this is the stuff of 
which adjustments are made. Above 


all, there must be a feeling of com- 
plete confidence between insured and 
adjuster. 





Happily the path to an equitable 
settlement is seldom marred by dis- 
putes or complications. Occasional- 
ly, however, a strike or even a second 
fire will occur while the insured is 
conducting a partial operation dur- 
ing the indemnity period; the rebuild- 
ing of a factory will be delayed by 
bad weather; gross profit percentages 
may be obscured by the juggling 
of inventories; or a “Korea” will up- 
set the normal crystal-gazing pro- 
cesses. At any rate the prospect is a 
fascinating one for the accountant 
and a challenge to his imagination. 
It might be well to point out that 
about a year ago it became possible 
for businesses to insure, by endorse- 
ment to the standard forms, the rea- 
sonable fees of their auditors for work 
done in preparing and expediting 
business interruption claims. 
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An Approach to Church Accounting 


A. S. LEVITT 


CHURCH FINANCIAL affairs need the 
assistance of competent help and 
wherever possible an accountant 
should participate in church work. 
His training particularly qualifies him 
to give advice on financial matters 
and the keeping of proper accounts. 
In many churches today there is a 
need for such assistance and the ac- 
countant can provide a service to his 
church and community by participat- 
ing fully whenever he has the oppor- 
tunity. 

The procedures described here- 
in are common to many church 
denominations, and the purpose of 
this article is to outline not only the 
approach of the trained accountant 
to the financial records of the church 
but also the assistance which can be 
given to the layman in the church 
office. 


Church Officers 


The officers responsible for keeping 
church records are elected yearly at 
the annual church meeting. Because 
it is an honour to hold church office, 
it is customary for new officers to be 
elected at regular intervals. Many 
officers have had little or no account- 
ing experience and may encounter 
considerable difficulty in the account- 


ing required for the church finances 
during their period of office. If there 
is an elected treasurer, one usually 
finds that the same person occupies 
the position for a period of years and 
becomes well qualified by experience 
to operate that portion of the church 
finances. In the larger churches the 
work involved may require the ser- 
vices of a paid treasurer or secretary. 


The officers, aside from their non- 
financial church duties, have respon- 
sibilities corresponding to those of a 
business executive. The specific du- 
ties of officers or committees are well 
set out and defined by regulation of 
the central church authorities. There 
is, however, a general lack of specific 
instruction on the handling of re- 
ceipts and disbursements. As the in- 
come is comprised chiefly of cash, 
special precautions must be taken to 
ensure that these receipts are prop- 
erly accounted for and _ recorded. 
There is sometimes a tendency, be- 
cause it is church work and people 
are trusted, to overlook certain of the 
basic safeguards which would be in 
force if operating a business. For 
example, the collection should be 
counted by at least two persons and 
at no time should this responsibility 
be undertaken by one person alone. 
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Books of Account 

The chief record books are quite 
simple. They usually comprise a 
prime record of collections and a 
cash book and bank journal with 
cumulative distribution columns de- 
pendent upon the information re- 
quired for the annual statement and 
yearly financial information returns 
to the central church authorities. A 
general ledger is seldom kept or is 
necessary, although it would facili- 
tate certain of the year end distribu- 
tion figures. If, however, there are 
investments, trust funds and contin- 
ual fixed asset additions, some type 
of permanent record book of such ac- 
counts should be kept. 


Source of Receipts 
Moneys are received from the fol- 

lowing sources: 

1. Church collection plate — open 
collection, envelopes for church 
expenses, missions, building fund 
and special purpose. 

2. Church organizations. 

3. Collections at special meetings, 
rentals, etc. 

4. Gifts and bequests. 

The church expenses go on regard- 
less of the regularity of attendance. 
Consequently, a system of regular en- 
velope giving, which is the backbone 
of church financing, has been in use 
for many years. In presenting the 
budget for the ensuing year, the of- 
ficers know fairly well the expected 
income from the open collections 
which are used for church purposes. 
If, however, the budgeted operating 
expenses are up, or if the mission 
budget or allotment set by the cen- 
tral church authorities is increased, 
additional contributions will likely be 
required from the envelope subscrib- 
ers. Each envelope holder pledges 


so much a Sunday for church and 
mission purposes and receives a box 
of pre-numbered envelopes, one for 
each Sunday in the year. If he is 
absent a Sunday, he makes up the 
amount pledged the next week, there- 
by providing the church with regular 
and systematic income. Knowing the 
expected income, the church officers 
act accordingly, and the passing of 
an increased budget at the annual 
meeting presumes that the members 
of the congregation will increase 
their contributions. With many 
people giving weekly to building 
campaigns or church extension, a 
triplex envelope with a separate sec- 
tion for this purpose is now in use. 


Accounting for Receipts 

The method of counting the col- 
lection varies slightly from church to 
church in any denomination. The 
envelopes may all be counted by one 
group or the mission envelopes given 
to a separate group to count. Usual- 
ly, the open collection is counted 
first and a note made of the total. If 
the envelope sections are separated 
and each section of cash counted sep- 
arately, change may have to be made 
between one section and another. 

One routine is to divide the en- 
velopes among those counting the 
collection and to open them without 
separating the sections. The cash is 
agreed with the amount shown on 
each enevlope and may then be re- 
conciled in total by listing the en- 
velopes numerically and by sections 
on a special pre-numbered listing 
form. The total cash must agree with 
the total for church purposes, mis- 
sions and building fund. If the en- 
velope sections are separated, the 
total of each section of cash should 
be agreed with the total of each re- 
spective envelope section. 
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Unsolicited donations may be 
made towards specific church or mis- 
sion purposes. They are received on 
the collection plate, in the mail or 
may be handed to the minister or of- 
ficers. These should be included in 
the Sunday collection count and ack- 
knowledged by an official receipt 
made out at the time from a dupli- 
cate pre-numbered carbon receipt 


book. 


Many churches mail out envelopes 
for special offerings as at Easter or 
Thanksgiving. The envelopes should 
have space provided for the enter- 
ing of the regular envelope subscrip- 
tion number and name and address 
so that the envelope secretary can 
record such special givings in his re- 
cords. 

After the receipts are counted they 
are recorded in a prime record book 
showing separate totals of the open 
collection, envelopes, church and 
mission purposes, and special offer- 
ings as designated. The total should 
be signed by those counting the col- 
lection and must be the amount de- 
posited at the bank. The cash bovk 
figures are entered from such prime 
records. 

The counted money is given to a 
church officer for safe-keeping until 
deposited. To safeguard himself and 
those responsible for the collection, 
this officer should count it again and 
sign for the amount received. A du- 
plicate deposit book should be used 
and the duplicate stamped by the 
bank for receipt of the deposit. Ade- 
quate insurance protection should be 
in force whether the undeposited re- 
ceipts are kept over night in a vault 
or in the personal custody of the of- 
ficer. The deposit should be made 
the next business day. For the pro- 
tection of incoming and outgoing of- 
ficers, the vault combination should 


be changed whenever new officers 
are elected, particularly if money or 
other valuables is placed there for 
safe-keeping. 

The recording of the envelope re- 
ceipts may be made by a specific 
treasurer or envelope secretary. The 
secretary may be a member of a com- 
mittee which obtains pledges from 
new members, follows up outstand- 
ing pledges, etc. The receipts are re- 
corded from the envelopes or pre- 
listing form into a book record. The 
total of each Sunday’s receipts should 
be agreed with the total of the re- 
corded individual receipts. In most 
churches, the secretary mails out 
periodic statements which show 
pledges owing at start, plus pledges 
for period, less received in period 
and balance owing. At the year end 
receipts are issued for income tax 
purposes. The statements sent out 
also act as an independent check on 
the amounts received. 


General Financial Matters 


The church bank accounts are op- 
erated by a treasurer or church off- 
cers depending upon the denomina- 
tion. The officers may be subject to 
or report to an elected committee for 
advice on financial matters, and re- 
gardless of their authority, which 
may be clearly defined by regulation, 
they usually accept the committee’s 
advice. Certain regulations require 
that the officers deposit the mission 
or allotment money in a _ separate 
bank account and designate when it 
shall be paid to the central authori- 
ties. Building fund or other special 
purpose money may also be kept in 
separate bank accounts, chiefly be- 
cause a general ledger is not kept 
from which one could arrive at the 
amounts on hand for each purpose. 
This prevents any borrowing from 
specific funds. Cheques may be sign- 
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ed singly by a treasurer but prefer- 
ably the signature of two officers 
should be required. Major expenses, 
salaries, etc. are authorized at the an- 
nual meeting or may be covered by 
committee minute. For convenience, 
the caretaker may have authority to 
order maintenance items such as 
cleaning supplies, fuel, etc. The or- 
ganist may order new music, within 
the scope of the budget. All such 
bills should be approved by those re- 
sponsible for the expense and submit- 
ted for approval and payment to the 
proper officer. 


Interim detailed financial _ state- 
ments are presented regularly to a 
committee. A yearly audited state- 
ment is submitted first for committee 
approval and then to the annual 
church meeting. At the annual meet- 
ing it is customary to provide a bud- 
get for the following year for discus- 
sion and approval. All such matters 
are voted upon and recorded in the 
minutes. 


Many church officers prepare only 
a statement of receipts and disburse- 
ments. They have no idea of the 
cost of buildings and contents, par- 
ticularly if the buildings are old and 
there has been a succession of minis- 
ters and officers over the years. It 
is obvious that insurance coverage 
under these circumstances and in 
view of present day costs may be 
entirely inadequate. It is unfortu- 
nate that periodically one reads 
about a church fire where there was 
insufficient insurance. If there is any 
doubt, an appraisal of building and 
contents should be made for insur- 
ance purposes by a competent ap- 
praisal authority. In new churches 


the cost of building and contents 
should be known. A list of the con- 
tent cost should be made and kept 
in a safe place for insurance pur- 
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poses. The yearly statement should 
include a balance sheet of assets, 
liabilities and contributed capital. 
The fixed assets would be shown at 
cost, or appraised value with the 
name of the appraisal authority and 
date of appraisal. The fire insurance 
coverage should be shown as a foot- 
note to the balance sheet, thus clear- 
ly placing the information before the 
congregation. If, ten years from now, 
building costs have decreased, an- 
other appraisal should be made so 
that excessive insurance is not in- 
curred. 


The officers should keep a record 
of investments, deeds, mortgages, in- 
surance policies, etc. and see that 
they are in proper safekeeping 


Trust Funds 


Of particular note are individual 
church funds arising from gifts, be- 
quests or trusts. The terms indicate 
if the capital can be spent and for 
what purpose, or may designate the 
spending of income only and purpose 
thereof. With a continual succession 
of church officers, it is important that 
the terms be carried out properly. If 
a general ledger is kept, each trust 
must be recorded separately with an 
information sheet. If not, the detail 
should be recorded in a bound per- 
manent book for the use of posterity. 
The investments in trust funds and 
trusts pertaining thereto should be 
reported in the annual statement. 


Under federal or provincial Acts, 
the central church bodies are given 
authority to invest the funds and 
trusts under their direct administra- 
tion in trustee investments. They 
may also acquire power to set up a 
consolidated trust fund for all trusts 
under their administration. For rea- 
sons of security and stability of di- 
versified investments, many individu- 
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al churches invest their trust funds, 
building funds, ete. in the consoli- 
dated fund of their regional church 
body if such privilege is available. 

In rural areas church members 
may buy plots in the church ceme- 
tery and pay over money to the 
church cemetery board for the per- 
petual upkeep of a plot. If the cen- 
tral church has a trust fund, such 
amounts may be invested in it and 
the income paid to the trustees. Oth- 
erwise, recent legislation in Ontario 
provides that such funds shall be 
paid to the public trustee or to a 
trust company for fulfilment of con- 
ditions. If such legislation is not in 
effect in other Provinces, in many in- 
stances designated funds will be in- 
vested and managed by the local 
board of trustees. 


Church Property 

The Religious Institutions Act pro- 
vides that any church congregation 
desiring to take a conveyance of land 
for the site of a church, chapel, meet- 
ing-house or residence of a minister 
“may appoint trustees to whom, and 
their successors to be appointed in 
such manner as may be specified in 
the conveyance, the land requisite 
for all or any of such purposes may 
be conveyed; and such trustees and 
their successors in perpetual succes- 
sion, by the name expressed in the 
conveyance, may take, hold and pos- 
sess the land and maintain and de- 
fend actions for the protection there- 
of and of their property therein”. It 
also provides that “the conveyance to 
the trustees may be made to them 
under a collective name, and it shall 
not be necessary to set out their in- 
dividual names as parties thereto pro- 
vided such names be set out or ap- 
pear therein by recital or otherwise, 
and this shall apply to conveyances 


heretofore made as well as to those 
hereafter to be made”. 

This right applies to all denomina- 
tions. Under their separate acts of 
incorporation the church denomina- 
tions set out the above basic prin- 
ciple in their own wording and reg- 
ulation in the title to church prop- 
erty. Property is usually held either 
in the name of the local board of 
trustees as part of the central church 
or is held in the name of the cen- 
tral church. The rules set up by the 
central church generally provide that 
the trustees may not sell, mortgage 
or lease the church property without 
complying with certain procedures 
and obtaining the written approval 
of the central authorities. Likewise, 
approval of architect’s building plans 
and the financing detail must be ob- 
tained for the purchase of | sites, 
building erection or alteration. 


Church Organizations 

In church organizations the treas- 
urers are elected yearly. The funds 
handled may vary from a few dol- 
lars to several thousand dollars de- 
pending upon the age level or pro- 
jects undertaken. If the church offi- 
cers have the knowledge to give the 
treasurers instruction in the proper 
handling of the funds, the records 
may be well kept. At times, how- 
ever, because of ignorance of proper 
procedure and lack of instruction, 
treasurers’ records are not up to pro- 
per standards. 

The church officers would be wise 
to have a set of simple instructions 
available which would be given year- 
ly to each treasurer. The following 
type of general instruction should be 
issued: 

1, All money received is trust money. 
It should be deposited intact 
(wherever possible) in a current 








bank account in the treasurer’s 

name in trust for the organiza- 

tion. 

An_ inexpensive book _ record 

should be used. All entries should 

be dated and show name or na- 
ture of receipts, supplier or de- 
tail of expense. Separate columns 
should be provided for (a) cash 
receipts, (b) cash paid out or 

banked, (c) bank deposits, (d) 

cheques issued. The difference 

between (a) and (b) is cash on 

hand and between (c) and (d) 

is balance in bank. 

3. A duplicated numbered carbon 
receipt book should be obtained 
from the church officers and re- 
ceipts given for cash received. 
For the protection of the treas- 
urer, cash received at bazaars, 
cooking sales, etc. should be 
counted by two persons. Like- 
wise, cash collected at the door 
for plays, dinners, etc. should be 
under the control of two people. 
Unsold tickets or cash should be 
returned to the treasurer by those 
responsible for ticket distribution. 
All such receipts should be re- 
corded in the duplicate receipt 
book at the time cash is turned 
over and a receipt given. The 
treasurer and person turning over 
the cash should each sign the re- 
ceipt form for mutual protection. 

4. Receipts should be obtained for 

payments to individuals and in- 

voices or receipts for all pur- 
chases. Wherever possible pay- 
ment should be made by cheque. 

Bank statements, cheques, receipt 

books and payment vouchers 

should be kept in an orderly man- 
ner for examination by the church 
auditors. 

Organization books may or may 

not be examined by the auditors. If 
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certain of the above suggestions have 
not been carried out, an auditor 
might have to exercise discretion. 
In consideration of the reading of the 
treasurer's detailed report at the reg- 
ular and annual meetings, the rec- 
ords should be accepted as correct, 
provided on the whole they appear 
in order, without reflection upon the 
treasurer. Suggestions for proper 
routine should be made and a letter 
of advice and instruction given to 
the church officers to follow up. In 
such instances it is probably desir- 
able for the auditors to attach a sep- 
arate audit certificate to the state- 
ment of the organizations’ accounts. 


Appointment of Auditors 
Church regulations require that 
the financial statements presented to 
the annual meeting be audited. In 
some cases the services of profession- 
al accountants may be engaged. On 
the whole, the auditors are elected 
on an honorary basis from the mem- 
bers of the congregation. If men 
with auditing experience are avail- 
able, they should be elected. Unfor- 
tunately in many churches men of 
such experience are not available or 
feel they are too busy to act. This 
may result in a perfunctory audit. 
It may be, because inexperienced 
auditors are elected, that the central 
authorities should issue a directive 
recommending the type of audit pro- 
cedures to be undertaken, or, where 
necessary, churches should obtain the 
services of professional accountants. 
The responsibility of all phases of 
church accounting discussed in this 
article rests upon the elected offi- 
cers. To the ordinary churchman 
trying to do a conscientious job, it 
is a major problem in time, effort and 
knowledge required to be added to 
his temporal and other duties. 
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The Accountant’s Professional 
Liability 


NORMAN H. FOWLER 





As A MEMBER Of a learned profession 
a chartered accountant has a serious 
responsibility to his clients and oth- 
ers for any damages which they may 
suffer as a result of his failure to ex- 
ercise reasonable care and skill. 
Basically, the accountant’s legal re- 
sponsibility for negligence is no dif- 
ferent from that of other professional 
men or, for that matter, of anyone 
who undertakes employment because 
he possesses an exceptional skill. In 
general terms, negligence can be de- 
fined as “the failure to do what a 
reasonable and prudent person would 
ordinarily have done in the circum- 
stances of the situation, or doing 
what such a person in existing cir- 
cumstances would not have done”. 


Special Considerations 

There are, however, special factors 
with respect to accountants’ liability 
which are not encountered elsewhere. 

First, judicial decisions in Canada 
on the subject are relatively few. 
This speaks well for the accounting 
profession but means that, although it 
may be guided by the basic prin- 
ciples laid down by British law, it 
does not yet have many precedents 
for applying those principles to the 
varied and technical problems inher- 
ent in today’s practice. 


407 


Secondly, the accounting profes- 
sion has developed rapidly, and such 
speedy growth naturally gives rise to 
differing opinions as to what consti- 
tutes prudent practice. 

Thirdly, a tremendous change has 
taken place in Canadian economic 
life. With the unprecedented growth 
of industry, the development of com- 
plex corporate structures and the im- 
pact of taxation, it is inevitable that 
the accountant is exposed to ever in- 
creasing legal liability. 

Fourthly, the great increase of Am- 
erican capital investment, together 
with American ideas on the account- 
ant’s responsibility, may well mean 
an increase in the number of com- 
plaints against the profession, follow- 
ed by a broadening of legal liability 
as a result of new judicial decisions. 


Pertinent Legal Decisions 

Canadian courts have frequently 
followed British precedent in decid- 
ing on claims made by a client 
against an accountant, but there 
seems to be no trace of any ruling 
upon a claim for negligence made by 
a third party. However, under a 
special contract the responsibility for 
negligence may extend to third par- 
ties. 

The most recent Supreme Court 
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decision was handed down in Guard- 
ian Insurance Co. of Can. v. F. W. 
Sharpe & Ors. (1941), S.C.R. 164. 
Briefly, this case arose through the 
defalcations of a cashier over a 
period of six years, amounting to $6,- 
750 from a company whose annual 
receipts were in the region of $300,- 
000 to $400,000. The Guardian In- 
surance Company paid a loss under 
a fidelity bond of $5,000 and sued the 
accountants under a_ subrogation 
agreement. 

In dismissing the appeal with costs 
in favour of the accountants, the 
court, among other citations, held 
that: 
. . it was admitted that the ac- 

countants had merely been ap- 

pointed by resolution of the Com- 
pany to be the auditors of the 

Company without special terms or 

conditions by by-law or agreement 

and that the definition of this du- 
ty was to be found entirely within 
the language of section 120 of the 

Dominion Companies Act (1934), 

Ch. 33.” 

Having established that this was a 
statutory audit as distinct from a 
special investigation, the court went 
on to quote from the classic British 
decision in the London «& General 
Bank case. As this touches upon so 
many essential aspects of the ac- 
countant’s problem, Lord Justice 
Lindley’s remarks bear repetition: 

“An auditor, however, is not bound 

to do more than exercise reason- 

able care and skill in making in- 
quiries and investigations. He is 
not an insurer; he does not guaran- 
tee that the books do correctly 
show the true position of the com- 
pany’s affairs; he does not even 
guarantee that his balance sheet 
is accurate according to the books 
of the company. If he did he 
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would be responsible for error on 
his part, even if he were himself 
deceived without any want of rea- 
sonable care on his part, say, for 
the fraudulent concealment of a 
book from him. His obligation is 
not so onerous as this. Such I take 
to be the duty of the auditor; he 
must be honest — i.e., he must not 
certify what he does not believe to 
be true, and he must take reason- 
able care and skill before he be- 
lieves that what he certifies is true. 
What is reasonable care in any 
particular case must depend upon 
the circumstances of that case. 
Where there is nothing to excite 
suspicion very little inquiry will be 
reasonably sufficient, and in prac- 
tice I believe businessmen select 
a few cases at haphazard, see that 
they are right, and assume that 
others like them are correct also. 
Where suspicion is aroused more 
_care is obviously necessary; but, 
still, an auditor is not bound to 
exercise more than reasonable care 
and skill, even in a case of suspi- 
cion, and he is perfectly justified 
in acting on the opinion of an ex- 
pert where special knowledge is 
required.” 


In addition to his common law lia- 
bility, the accountant must also keep 
in mind his liability arising from the 
Companies Acts and _ Bankruptcy 
Acts. However, this article will not 
attempt to deal with that phase of 
the topic. 


The accounting profession in the 
United States is by no means in the 
same position as regards negligence 
actions (apart from special con- 
tracts) by third parties. There the 
courts have held on more than one 
occasion that the accountant has a 
liability for mere negligence if there 
exists a sufficiently intimate relation- 
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ship between the third party and the 
accountant — (Glanzer v. Shepard 
etc. ). 

This liability to third parties was 
further extended in 1931 by the fa- 
mous Ultramares case, in which the 
accountants had audited the accounts 
of Fred Stern & Co. Inc., importers 
and dealers in rubber, and had sup- 
plied their clients with 32 copies of 
the certified balance sheet, knowing 
in a general way that these would be 
shown to banks and other creditors. 
The plaintiff, who was one of the 
creditors, claimed to have relied on 
the balance sheet when making a 
substantial loan. The accountant did 
not know that the balance sheet 
would be submitted to this particu- 
lar creditor. The Court held that the 
concept of “gross negligence” was in 
the realm of constructive or technical 
fraud, stating: 

“In this connection we are to 
bear in mind the principle already 
stated in the course of this opin- 
ion that negligence or blindness, 
even when not equivalent to fraud, 
is none the less evidence to sus- 
tain an inference of fraud. At 
least this is so if the negligence is 
gross.” 

The most recent case before the 
U.S. Federal Courts was C.I.T. Fi- 
nancial Corporation v. P.W.R. Glover 
et al., in which the accountants were 
upheld by the jury. An excellent 
analysis of this case was made by 
Saul Levy in The Journal of Account- 
ancy, October, 1955. 

By way of contrast to these U‘S. 
cases, in Candler v. Crane, Christmas 
«& Co., heard by the British Court of 
Appeal in 1951, it was held that an 
accountant was not liable for mere 
negligence to a plaintiff other than 
his client, even though the account- 
ant knew definitely that his report 
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was for the use of, and reliance upon, 
that specific plaintiff. 

However, the Court was divided 
two to one in coming to its decision 
and the dissenting opinion went so 
far as to say: 

“The law would fail to serve the 

best interests of the community if 

it should hold that accountants 
owe a duty to no one but the 

clients . . . . accountants owe a 

duty of care not only to their own 

clients, but also to all those whom 
they know will rely upon their ac- 
counts.” 

It should be stressed that in this 
particular case it was conceded that 
the accountants knew that the ac- 
counts were to be used by the plain- 
tiff and, further, that they had been 
negligently prepared. 


A Further Consideration 

The growth of American capital in- 
vestment in Canada produces a fur- 
ther problem for the Canadian ac- 
counting profession and because of 
possible liability arising from the 
Securities Exchange Act and its vari- 
ous amendments. This Act holds 
the accountant very definitely respon- 
sible for the figures given in a regis- 
tration statement and, contrary to 
usual legal proceedings, it places on 
him the onus of proving that the 
plaintiff was not misled by any un- 
truth or omission. 


Generally speaking, a Canadian ac- 
countant would not be sued in the 
American courts unless he has as- 
sets in that country, but there is noth- 
ing to stop an aggrieved party from 
suing in the Canadian courts. 

Admittedly on present case law it 
is unlikely that a third party action 
would succeed, but let us suppose 
that a Canadian accountant is re- 
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tained by an American accounting 
firm to audit the books of a Canadian 
subsidiary and that there is negli- 
gence on his part. Let us further sup- 
pose that his error had a material ef- 
fect upon the consolidated figures, 
with the result that the American ac- 
countant was sued and held respon- 
sible for losses suffered by the holder 
of the securities. It would appear 
reasonable to assume that the Am- 
erican accountant would have the 
right to sue his Canadian connection 
in our courts for the damage he sus- 
tained and that he would have a 
reasonable chance of success. In the 
first place there would appear to be 
a definite contractual relationship be- 
tween the Canadian accountant and 
his client, viz. the American account- 
ant, and secondly, the plaintiff would 
.have sustained a definite and measur- 
able loss. 

To summarize, the Canadian ac- 
countant has to consider the follow- 
ing types of liability: 

1. Liability to the client as a result 
of negligence. 

2. Liability to third parties under 
contract. 

3. Liability under the Companies 
and Bankruptcy Acts etc. 

4. Possibility of liability to third par- 
ties, other than under contract. 

5. Possibility of liability under the 
American Securities Exchange 
Act. 

In addition, there is, of course, a 
common law liability for fraud, mis- 
representation or deceit. 


Illustrations of Liability to Clients 


The majority of claims of negli- 
gence asserted against accountants 
are made by their own clients. Here 
are a few summaries of actual situa- 
tions which have arisen. 


1. Claim against auditors by employ- 
ers, who engaged auditors to. au- 
dit books of X company, alleging 
failure to discover defalcations of 
two of the officers of X company. 
The claim is in dispute, employers 
maintaining that auditors negli- 
gently failed to discover the de- 
falcations made through payment 
of fictitious insurance premiums 
and fictitious sales orders. 


2. Claim against auditors by employ- 


ers who engaged auditors to audit 
books of X company, alleging fail- 
ure to discover defalcations of two 
employees of X company on the 
theory that auditor failed to dis- 
cover the  defalcations made 
through fictitious tax payments 
and did not call for tax docu- 
ments to support the amount of 
taxes which the cheques purport- 
ed to pay. In addition it was al- 
leged that there existed manipu- 
lation of the payroll account and 
payroll padding. |Compromised 
settlement for a substantial am- 
ount plus legal fees. 


3. Claim against auditors by em- 


ployers alleging failure to file a 
claim for a refund of tax on or 
before the prescribed date, for in- 
come taxes on its earnings for 
earlier years. The claim is in dis- 
pute, auditors maintaining that 
this is a specialized service which 
is only undertaken on a specific 
request and is not a normal part 
of an auditing engagement. 


4. Claim against auditors by employ- 


ers who engaged auditors to audit 
books of X company, alleging au- 
ditors failed to make any test of 
a certain account, the value of 
which was not clear from the en- 
tries; further that auditors failed 
to point out to employers that au- 
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ditors had accepted this item as 
shown on the certificate of X com- 
pany and that had auditors called 
for supporting documents, they 
would have disclosed that the ac- 
counts represented an actual loss. 
Compromised settlement for sub- 
stantial amount, plus legal fees. 


5. Claim against auditors by employ- 
ers who engaged auditors to make 
an audit to ascertain the net earn- 
ings per share of common stock 
for a given twelve month period. 
The claim is in dispute, employers 
maintaining that auditors capital- 
ized certain items that should 
have been charged to mainten- 
ance and repairs and failed to 
credit to earnings sums paid out 
on behalf of personal expenses of 
officers and other sums withdrawn 
by officers without authorization 
of the board of directors. 


In every complaint against an ac- 
countant, the defence is plagued by 
the hindsight wisdom of the plaintiff 
which is bound to lend plausibility 
to the case. A serious failure has oc- 
curred, a large defalcation has taken 
place, and naturally it is argued with 
emphasis that this would not have 
happened if the accountant had done 
a proper job. 


Importance of Working Papers 
Prevention is always better than 
cure, and in this connection the im- 
portance of working papers is often 
overlooked. Accountants’ working 
papers (which may include “ a per- 
manent file”, memoranda and miscel- 
laneous correspondence) represent 


the documented history of the work 
that has been done and may become 
trial evidence. Very frequently plain- 
tiffs support their cases from them. 
Therefore, their preparation should 
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receive constant care. Every import- 
ant question raised in the papers, 
should be followed through to the 
end and any change of opinion 
should be supported by adequate 
notes. A careful and imaginative re- 
view by a capable supervisor is of 
extreme importance if an accountant 
is to feel reasonably sure that these 
papers will not come back to haunt 
him in the event of a complaint. 


In addition, special attention 
should be given where both a con- 
densed and a detailed report are is- 
sued relating to the same audit. If 
feasible, reports should be reviewed 
and issued simultaneously, with care- 
ful consideration given to any pos- 
sible complaint. Any inconsistencies 
between the two or material omis- 
sions from the condensed report 
might later be argued to be mislead- 
ing. 

The safeguard against professional 
liability is insurance and no practis- 
ing accountant can afford to be with- 
out it in adequate amounts. Just as 
no prudent person would dream of 
driving an automobile without sub- 
stantial liability insurance, so should 
protection against professional liabil- 
ity be carried. 


Fortunately, there is available to 
the profession insurance which in- 
demnifies the insured accountant 
against any claim made against the 
firm and its partners for any nezgli- 
gent act, error or omission or for any 
claim of fraud (other than affirmative 
dishonesty or actual intent to defraud 
by a partner), alleged to have occur- 
red in the performance of profession- 
al services. This insurance not only 
protects the accountant against mon- 
etary loss, but also includes the cost 
of legal defence against alleged defi- 
ciencies in his work. The importance 
of the latter is obvious for unfortun- 
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ately, although the accountant may 
have a complete rebuttal and event- 
ually be held blameless, the cost of 
litigation is substantial. 

In planning the amount and kind 
of insurance a careful survey should 
be made of all clients, the terms of 
the engagement and the possibility 
of claim in the worst circumstances. 
It should also be borne in mind that 
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the whole of an accountant’s personal 
fortune is at stake and that a single 
error can undo a lifetime of industry 
and saving. 

An intimate knowledge of the facts 
and laws of cases decided in our 
country, in England and the U.S.A. 
can help the Canadian chartered ac- 
countant to minimize his exposure to 
professional liability. 


BEGINNINGS OF ENGLISH ACCOUNTANCY 


In the Middle Ages it frequently happened that formal business train- 
ing, that is, training in letter-writing, conveyancing and accountancy, centred 


naturally in university towns rather than in mercantile centres. 


In Italy, 


which led the field in European accountancy, the most popular centre for 
business training of this kind was Bologna, a university city far removed 


from the main arteries of Italian trade. 


In the same way, all the evidence for the early development of account- 





ancy in this country [Britain] points, not to London, but to Oxford as the 
centre for training young men for business careers. The university itself 
was an ecclesiastical establishment concerned only with the training of 
clerics, but the existence of a university town encouraged learning of all 
kinds and from the thirteenth to the end of the fifteenth century teachers 
came and settled in Oxford and, though not part of the university, estab- 
lished an important tradition of training young men for business careers. 


—From “Early Accountancy in Oxford” by I. G. Philip, 
The Accountant, March 31, 1956 





56 
al 


le 
ry 


)- 


v 


Av 


—— ee: 





oe eae 


BY GEOFFREY H. WARD, C.A. 


Practitioners Forum 


ACCOUNTANTS LIABILITY AND 
PARTNERSHIP LIFE INSURANCE 


In March this column dealt with 
insurance for public accountants gen- 
erally. Two types of particular in- 
terest to accountants are dealt with 
at greater length this month. 


Accountants Liability Insurance 

As shown by the survey reported in 
the March column, this is carried by 
most firms. We also asked our cor- 
respondents how to ascertain the cov- 
erage required, but did not obtain 
any specific formulae. Here is one 
reply: 

“We carry a fair amount of this 
type. The amount carried must have 
some relation to the type of business 
and, more important, to the account- 
ant’s confidence in the efficiency of 
his audit. If the work were rushed 
through by some untrained men, or 
if supervision were not adequate, a 
large amount of insurance would be 
necessary. Where, however, work is 
done by competent men, and super- 
vision of the whole operation before 
the statement is sent out is of an 
adequate nature, I do not think a 
large policy needs to be carried. 

“This policy seems to provide pro- 
tection against negligence or incom- 
petence, and from what I can gather 
no action against an accountant 
would stand unless such negligence 
was clearly proven. Accordingly cov- 
erage should be at least sufficient to 
take care of the cost of fighting an 
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action. For this reason I do not con- 
sider that the insurance is super- 
fluous because it seems that the con- 
ditions that bring on a wave of losses 
through fraud are very often accom- 
panied by a wave of actions to hold 
the auditor responsible. 

“Really serious cases of loss involve 
either active collusion with import- 
ant officials, or, as has recently been 
shown in a bank case here, an ab- 
solute carelessness on the part of 
some official who should be watch- 
ing matters. The possibility of this 
should always be in the mind of the 
auditor and if he is not satisfied with 
the internal check he should bring 
the matter to the attention of the 
client. I personally do not feel that 
this is sufficient, and that adequate 
tests must be carried out to ensure 
that the system is being operated 
properly. If the client is not willing 
to pay for this service and restricts 
the auditor’s activities it must be ex- 
plained to him, in proper form and 
quite definitely, that he is assuming 
responsibility for any failure of the 
internal system through collusion or 
otherwise. This raises the point as 
to the certificate that should be 
given, and the bearing such certi- 
ficate might have in event of a 
charge of negligence. 

“The degree of responsibility to 
third parties is an important con- 
sideration which is not always in 
mind when drafting a report. Some 
reports seem to justify the charge laid 
against certain auditors that after you 
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have eliminated everything they have 
said, you wonder really what they are 
certifying to.” 

Another reply says: “Fortunately 
in Canada the cases against account- 
ants have been few and the Courts 
here have appeared to take the 
view which recognizes the difficult 
position of the accountant in such 
cases. On the other hand, the ac- 
countant’s responsibility is not too 
well defined and considering the dol- 
lar amounts with which the account- 
ant deals, it would seem prudent for 
him to protect himself by some form 
of public liability insurance.” 


Amount of Coverage 

“To answer the question is not 
easy,” states one accountant. “Ob- 
viously, the answer must be obtained 
by reviewing the type of risk and the 
exposure. I am not aware of any 
formula for calculating the amount 
of coverage.” 

Another agrees with him. “I do 
not think that any criteria can be 
established as a guide to the amount 
of accountant’s liability insurance 
that should be carried. Fundamental- 
ly, I think that the question has to 
be approached on the basis of re- 
viewing each client’s affairs in an ef- 
fort to arive at some estimate of 
what would be a reasonable cover- 
age having regard to the potential 
risks inherent in the practice.” 

As indicated by the two following 
replies accountants are not unanim- 
ous in their views as to the need to 
carry this insurance. 


“The taking out by an accountant 
of this type of insurance seems to 
me to imply one of two things; either 
the accountant has doubts about his 
professional abilty and thoroughness, 
or he is employing untrained assist- 
ance without proper supervision. In 
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neither case should the man be in 
practice. I therefore consider such 
insurance to be superfluous.” 


Robert E. Waller of Calgary 
states: “Because of the very nature 
of a professional accounting prac- 
tice, there are inherent risks in most 
phases of the work which a practis- 
ing accountant undertakes. More- 
over it is extremely difficult practical- 
ly for the accountant and his client 
to reach a precise understanding of 
the extent of the accountant’s re- 
sponsibility, to say nothing of the 
responsibility to third parties. In 
many areas of his practice, the extent 
of the work to be done is left to the 
judgment of the accountant. So 
much, too, depends upon the manner 
in which the accountant’s staff carry 
out their duties because reliance must 
be placed upon their abilities even 
when the strictest standards of super- 
vision and review are observed. In- 
come tax legislation, requirements of 
legislative bodies, and rules of ac- 
cepted auditing and accounting prac- 
tice are all factors that lead to po- 
tential risks for accountants if their 
knowledge of these matters falls short 
of accepted standards. 


“In all of the work which the ac- 
countant undertakes he is required to 
have the competence expected of a 
person who holds himself out to the 
public as a member of a profession. 
These standards are difficult to de- 
fine but they must be high and 
permit of no room for charges of neg- 
ligence. I believe that it is only 
prudent to carry liability insurance 
against these risks and I would re- 
commend to anyone considering this 
problem that he read the article in 
the November 1954 issue of The Jour- 
nal of Accountancy on facing legal 
liability risks in a public accounting 
practice.” 
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To wind up the comment on this 
policy, let the insurance agent have 
the last word. He says, “The most 
constructive attitude is to take this 
form of protection to guard against 
what we do not think of. Good prac- 
tice protects us against the things we 
do think of. The factors producing 
the hazard, of course, are the person- 
nel, and the premium is adjusted on 
that basis. 

“The probability of conviction in 
court is rot the only consideration as 
even the cost of defending oneself 
against an action is high these days, 
and this insurance would pay for 
that cost. 

“It seems very dangerous to adopt 
an arrogant attitude to this form of 
liability because of the extraordinary 
unanticipated things even the most 
reliable persons can do unintentional- 
ly, and because of preoccupation. 
The amount of coverage should be a 
peak limit, because the additional 
premium for high limits is relatively 
low. After all, we take out all forms 
of liability insurance for those hap- 
penings in life against which we can- 
not guard.” 


Partnership Life Insurance 


Particularly in the case of a smaller 
firm there is a need for some form 
of partnership insurance which 
would protect a partner’s family in 
the event of death. In the case of 
a larger firm this can probably be 
covered by a partnership agreement 
which, to some extent, is a form of 
self-insurance. 


Insurance comes in two forms. 


Shock insurance provides the firm 
as a whole with cash working capital 
so that the removal of a cash deposit 
by one of the partners does not dis- 
turb the normal financing of the firm. 
Share purchase agreement life insur- 
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ance is tied to the partners them- 
selves under an agreement. Each 
partner insures the other partner's 
life so that he will have the cash to 
buy, within a limited period of time, 
the shares or interest of the deceased 
partner. This of course is a help to 
the deceased partner's estate, as well 
as to the surviving partner who can 
probably find any additional funds 
needed to complete the purchase 
over a short period of years, if the 
amount of life insurance is not quite 
adequate. Agreeing on a basis of 
valuing a partner’s interest in the firm 
in the event of his death in advance 
is a most worthwhile precaution. 


Panel member Ross P. Alger, of 
Alger, Baxter & Co., Calgary, has an 
interesting case study to relate. 

“Upon the formation of our part- 
nership, my partner and I desired to 
make provision, in the event of the 
death of one of us, for the purchase 
by the surviving partner of the de- 
ceased partner’s equity in our prac- 
tice, such practice price to include 
goodwill. Because our practice com- 
menced in a small way it was reason- 
able to look forward to expansion 
(there being no way to recede . . .) 
and we wished to provide a means 
at the outset of our business careers 
whereby the surviving partner could 
purchase the deceased partner’s share 
of this growing equity without un- 
due financial difficulty. 

“Therefore we explained patiently 
to the life underwriters who came 
our way that we wished to purchase 
life insurance policies, the face 
amounts of which would increase 
with the passage of time, our objec- 
tive being to insure the equity in 
the assets and goodwill of a growing 
practice without the need for re- 
newed evidence of insurability as the 
amount insured increased. Nine out 
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of ten underwriters shook their heads 
emphatically and said such an ob- 
jective, while very desirable for the 
insured, struck at the very roots of 
life insurance and most certainly 
could not be achieved. The tenth 
man felt the problem warranted fur- 
ther study and as a result we now 
have the following insurance cover- 
age: 

Policy: 15 year term, convertible for 

10 years. 


Face Amount: fairly nominal in the 
first year, increasing by $1,500 per 
year during the term of the policy. 


Premium: the premium increases 
each year due to our advancing 
ages and the increased coverage; 
the rates are for all intents and 
purposes renewable term ates, 
there being no increase in premium 
to compensate for the fact that re- 
newed evidence of insurability is 
not required. 

Insurability: on taking out these 
policies, our health had to be suf- 
ficiently sound to justify the max- 
imum coverage under the policies. 
Having passed our examinations 
we need produce no further evid- 
ence of insurability during the 
term of the policies. 

“This plan meets our requirements 
very well. It insures our growing 
equities to the extent that we hope 
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and expect them to grow; we are 
neither over-insured nor under-in- 
sured, as would be the case if we 
were to buy insurance, in say $5,000 
amounts as we needed it — provid- 
ing of course that we were insurable 
at the time such additional insurance 
was required. Most important we 
view the infirmities of age and the 
hazards of our profession with equa- 
nimity, safe in the knowledge that 
our insurance coverage will increase 
each year, even though we ourselves 
may have become uninsurable. In 
addition, the premium on our insur- 
ance is relatively low at present and 
is related to our earning power. 

“It is true that if we wish to insure 
under this arrangement beyond the 
15 year period, we must convert to 
whole life insurance before the end 
of the tenth year. The coverage in 
the tenth year is $13,500 greater than 
the original coverage, which may, in 
the light of conditions at that time, 
be sufficient for our purposes. If one 
of us foresees an early demise he 
may continue with the term insur- 
ance beyond the tenth year, working 
toward the end that the policy will 
become a claim before year 15!” 

Both types of insurance appear to 
be essential However the exact 
coverage required is not too easy to 
ascertain and requires careful con- 
sideration. 








BY PETER C. BRIANT, B.COM., C.A. 


Current Reading 


Assistant Professor, 
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MAGAZINE ARTICLES 


ECONOMICS 


“THE ECONOMICS OF THE U A W — 
Forp Contract,” by Phillip W. Cart- 
wright. The American Economic Re- 
view, December 1955, pp. 932-937. 


Proponents of the guaranteed an- 
nual wage plan sometimes assert that 
the cost of the scheme could be off- 
set by the stabilization of production 
and employment in the industry af- 
fected. Mr. Cartwright claims, on 
the other hand, that there will be a 
transfer of income from other factors 
to workers whose income is sustained 
throughout the year, whether the pat- 
tern of production is stable or sea- 
sonal. The transferors may be work- 
ers displaced as a result of the plan; 
senior workers not laid off in slack 
periods; the owners of the enterprise; 
or the consuming public, on to whom 
the additional labour cost may be 
passed in the form of price increases. 
To accountants, it is axiomatic that 
the direct labour charge is an ele- 
ment entering into the prime cost of 
production. Mr. Cartwright points 
out, however, that the existence of an 
obligation to pay severance pay for 
26 weeks to workers displaced by the 
introduction of labour-saving ma- 
chinery introduces a fixed element in- 
to the labour cost picture, thus mak- 
ing the introduction of such machin- 
ery a less profitable proposition. He 
argues that, in this respect, the guar- 
anteed annual wage plan may re- 
duce the rate of substitution of auto- 
matic equipment for labour, with a 
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consequent transfer of income from 
equipment producers to workers in 
the auto industry. 


EDUCATION 


“ACCOUNTING AND Law,” by S. R. 
Brown. The Australian Accountant, 
December 1955, pp. 500-506. 

Mr. Brown, an Australian account- 
ant and lawyer, urges the accounting 
institutes of his country to strength- 
en the legal content of their curricu- 
la. In his daily practice the account- 
ant occupies the dual role of judge 
and jury, he says, determining the 
facts relating to a given situation, the 
rules of law applicable to the facts, 
and how the transaction should be 
recorded in the light of the appli- 
cation of the rules of law to the facts. 

Specifically, Mr. Brown would like 
to see an accounting syllabus that 
provides for six examinations in law: 
general law, contract law, commer- 
cial law, company law, income tax 
law, and trustee and executorship 
law. He would also like to see the 
accounting institutes follow the pat- 
tern set by lawyers and conduct their 
own schools of accounting, with prac- 
titioners controlling the syllabus and 
setting the examinations. In_ his 
opinion this will have to be done if 
accounting education is to be con- 
ducted at a true professional level. 


“ACCOUNTING EDUCATION FOR NEw 
RESPONSIBILITIES, by David Solo- 
mons. The Accountant, January 28, 
1956, pp. 83-86; February 4, 1956, 
pp. 114-120. 
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In his inaugural address as Profes- 
sor of Accounting in the University 
of Bristol, Professor Solomons has 
some harsh words to say about cor- 
respondence tuition. “I find it ut- 
terly incomprehensible,” he _ says, 
“that any profession should think it 
other than a third-rate substitute for 
real education...” 

In place of correspondence tuition 
and its practical counterpart, the ap- 
prenticeship system “with its premi- 
ums and lengthy period of unpaid or 
low paid labour,” Professor Solomons 
would make a university degree bas- 
ed on studies in economics, account- 
ing and law a fundamental prerequi- 
site for entry into the profession. 


To critics who would argue that 
his scheme would impose an unneces- 
sary hardship on prospective account- 
ants who do not live in a university 
city, Professor Solomons would an- 
swer that we do not tolerate lower 
standards of medical training on that 
account. When, as at present, only 
about 10% of the new members of 
his own Institute are university grad- 
uates, Professor Solomons is forced 
to confess that his is a long-run solu- 
tion to the problem of accounting ed- 
ucation, aud that many years must 
pass before it is brought to its ulti- 
mate fruition. Nevertheless, every 
accountant must surely agree with 
him that “a method of education 
which was the best available in 
Venice in 1600 or in England in 1880 
might possibly be ripe for modifica- 
tion in our day...” 


EQUIPMENT 


“THe Aupir oF MACHINE REcorps,” 
by Paul E. Harriman. The Journal of 
Accountancy, March 1955, pp. 56-61. 

A company planning to install a 
large-scale electronic computer may 
expect the cost of preparations to run 
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as high as $250,000, says Mr. Harri- 
man. Net annual savings through 
the use of such a computer may be 
as high as $300,000, however. 


From his experience in the field of 
electronics, the author, who is chair- 
man of the A.I.A. committee on elec- 
tronic accounting, has arrived at the 
following conclusions as to the use 
of large-scale computers: 

1) If an application is properly selected 
and the systems design is good, the 
electronic computer stands a reasonable 
chance of being economical. Savings 
not associated with the computer may 
stem from the preparatory systems an- 
alysis. 


to 
~~ 


A change from punched-card equip- 
ment to the electronic computer will 
be easier and more successful than a 
change from an essentially manual op- 
eration. 


eo 


The daily work load of a computer 

should desirably consist of only a limit- 

ed number of separate jobs or programs, 
rather than many. 

4) The basic data to be used with the 
computer should be standardized, com- 
plete, and accurate. 

5) A computer program which requires a 
large number of program steps or in- 
structions is undesirable. 

6 
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A computer installation will probably 
be more economical if the same basic 
data is required to be processed in sev- 
eral different ways. Using basic data 
only once is apt to be more costly than 
a manual or bookkeeping machine pro- 
cedure performing the same work. 


~1 


Presently available computers are not 
particularly suitable for applications 
where frequent random access to data 
is required. 

Contrary to the opinion of some 
other writers on the subject, Mr. 
Harriman does not think that it is 
practicable or desirable for auditors to 
test the results of electronic data pro- 
cessing by checking the machine in- 
structions and programming. He sees 
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the need for the auditor to have some 
knowledge of the operations of these 
machines, but merely to “dissipate 
fear of the unknown In the 
final analysis, Mr. Harriman con- 
tinues to believe that there is some 
merit in the human scrutiny of docu- 
ments, particularly since office auto- 
mation tends to reduce this element 
of internal control and the new ma- 
chines can only operate on the basis 
of very complicated and detailed in- 
structions. 


PROFESSIONAL 


“RULES FOR Group PROCEDURES: A 
New SysTEM OF PARLIAMENTARY 
ProcepuRE, by Blue A. Carstenson. 
Michigan Business Review, March 
1956, pp. 24-28. 

His dissatisfaction with conven- 
tional parliamentary rules of order 
has led Mr. Carstenson to develop 
what he believes to be more demo- 
cratic “rules for group procedure”, 
better able to meet the needs of mod- 
em groups. These new rules are said 
to have been employed in several 
communities with satisfactory results. 


In the belief that they will be both 
useful and interesting to members of 
the profession they are reproduced 
below, almost in their entirety: 


General Outlines for the Meeting 


1, The chairman calls the meeting to or- 
der. 


The secretary reads only the major de- 
cisions reached at the last meeting (or 
at executive committee or board meet- 
ings held since the last meeting) as 
well as relevant items pertaining to this 
meeting (such as reminders, agenda 
items left over from the last meeting, 
etc.) 

The chairman asks for additions or 
changes; if there are none, the minutes 
are added to the permanent record. 


4, The chairman calls for items for the 
agenda. These may be additions to 


to 


oo 
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items already listed by the agenda com- 
mittee, the executive committee, or 
chairman. These items may be listed 
up in front of the group, duplicated for 
distribution to the group members, or 
simply listed with the secretary. All 
items should be presented in the form 
of a question or a single phrase desig- 
nating the problem or project. 

After all suggested items for the agen- 
da have been recorded, the chairman or 
secretary repeats each problem, mem- 
bers indicate by a show of hands which 
they want to be first on the agenda. 
The item with the greatest number of 
votes becomes the first item of busi- 
ness, . . . and so forth. Later in the 
meeting, the group may want to take 
another preference poll to change the 
order or to add new items. 


ut 


6. There is a motion to adjourn. The 
chairman asks for suggestions as to 
what is to be done with unfinished 
business (such as leaving it for the 
next meeting, giving it to the executive 
committee or other committees for ac- 
tion, etc.). After the unfinished busi- 
ness has been disposed of in one way 
or another, then the chairman may 
either call for adjournment if there are 
no objections, or ask for a vote if there 
are objections 

Handling a Motion and Carrying it 

through to Completion 

l. The highest priority item on the agenda 


becomes the next item of business, un- 
less there are objections, in which case 


a new preference poll is taken . . . All 
items are presented in the form of 
problems. 


2. The chairman states the problem and 
then asks for discussion and for any 
facts pertinent to it. If there are not 
sufficient facts available, the group can 
act to ask that the facts be gathered 
and presented at the next session, and 
the item automatically put on _ the 
agenda for the next session. 

3. After sufficient discussion (at the dis- 
cretion of the chairman), the chairman 
calls for suggestions of possible plans 
for the solution of the problem. Only 
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a 3/4 majority vote can override the 
chairman’s decision. 
After all suggestions for plans have been 
submitted by members of the group, the 
chairman asks for discussion of the 
plans, including such things as probable 
results, . . . . and possible variations or 
combinations of plans and then asks 
someone to restate the motion to the 
satisfaction of the group. 

The chairman asks whether the group 

is ready for a decision. If there are 

objections the chairman can do any of 
four things: 

a. Ask for a vote to close discussion (a 
8/4 majority is needed to close dis- 
cussion ). 

b. Ask for an extension of, say, 15 min- 
utes for discussion (or until all per- 
sons wanting to speak have spoken, 
if it is less than 15 minutes). At 
the end of this time a majority vote 
can close discussion or extend dis- 
cussion. (It is highly recommended 
that extra time be allowed at this 
point so as to get a larger propor- 
tion of the group in favour of any 
one plan or combination of plans.) 

c. Ask to delay the matter until later 
in the meeting or in the future. This 
must be by majority vote. 

d. Ask to have the matter referred to 
a committee for further study — this 
must be by a majority vote. 

The chairman first tries to find a plan 

which is agreeable to all. If there is 

any opposition to that plan or if the 
chairman feels that there may be differ- 
ences of opinion he calls for a vote by 
show of hands, by standing, by ballot, 
or by individually polling each member. 
The majority wins, but a consensus or 
near consensus is preferable . . . (The 
chairman should encourage reconcilia- 
tion so that the final motion that is pass- 
ed will receive a maximum of support, 
as more than a mere majority is usually 
required to carry out any major action. 

Some groups act only when all agree to 

go along on the action. Other groups 

require a 3/4 majority vote for action 

on how to carry out the action . . 


THE CANADIAN CHARTERED ACCOUNTANT, MAY, 1956 


7. The chairman asks for suggestions as 
to how to carry out the action. The 
group agrees, (if necessary by a vote), 
on how to carry out the action... 


“OFFICE AND STAFF MANAGEMENT,” 
by Max Block. The New York Certi- 
fied Public Accountant, March 1956, 
pp. 196-197. 

Discussing various ways of main- 
taining good personnel relations in a 
public accounting firm, Mr. Block 
draws attention to the fact that com- 
pensation is not necessarily the most 
important factor in staff contentment. 
He stresses that equal importance at- 
taches to recognition, congenial 
working conditions, satisfaction with 
work and prospects for advancement. 

Under six headings, there are listed 
various points bearing on good per- 
sonnel relations. When assigning 
travel or overtime work, do you al- 
ways consider the hardship such an 
assignment imposes on men taking 
evening courses? Do you pay ade- 
quate allowances, consistent with the 
status of a professional man, for tra- 
vel expenses and meals? Do you 
praise as freely as you offer criticism? 
This is the kind of items to which 
Mr. Block draws attention. 


TAXES 
“Man Bires Mercer” — Forbes, 
March 15, 1956, p. 21. 

Testifying before the U.S. House 
of Representatives’ anti-trust commit- 
tee, Mr. T. M. Evans, a wealthy Am- 
erican industrialist, is reported to 
have resurrected a scheme once pro- 
posed by the late President Roose- 
velt. Briefly, Mr. Evans would like to 
penalize bigness in business by taxing 
corporations on a progressive basis; 
the higher the income, the higher the 
tax rate. 

This specious argument is presum- 
ably based on two doubtful assump- 
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tions: that bigness is associated with 
badness, and that stockholders in 
large corporations are inevitably in a 
high tax bracket themselves. 

Mr. Evans’ proposal has been tak- 
en sufficiently seriously that one con- 
gressman has reportedly introduced 
a bill to lower corporate income taxes 
to 22% on the first $100,000 of pretax 
income and to raise them as high as 
66.8% on incomes of $1 billion or 
more. One may well doubt whether 
the protagonist of this bill will 
achieve any measure of success in his 
endeavour. 


BOOK REVIEW 

“Raising Capital with Convertible 
Securities,” by C. James Pilcher. Bur- 
eau of Business Research, School of 
Business Administration, University 
of Michigan, Ann Arbor, 1955, pp. 
vii, 123, $2.50 

This book is a condensation of a 
doctoral dissertation entitled “Con- 
vertible bonds and preferred stocks: 
An analysis and evaluation of their 
role as capital-raising instruments”. 
It is a detailed statistical study of the 
uses of convertible securities, their 
attributes, acceptability in various 
markets and their value as capital- 
raising instruments. The subject is 
studied from the point of view of the 
issuing corporation rather than the 
investor. There is a great deal of 
statistical evidence presented, which 
should be valuable to a securities an- 
alyst or underwriter. Readers who 
are not particularly interested and ex- 
perienced in the securities markets 
are unlikely to make the necessary 
effort to digest this material. 


The convertible feature of corpor- 
ate securities is not new, having ap- 
peared as early as the first half of 
the 17th century. The popularity of 
this feature has of course varied from 
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time to time but it was used exten- 
sively by the American railroads dur- 
ing their great period of expansion 
in the latter half of the 19th century. 
In a study of all public -offerings of 
securities in United States in excess 
of $300,000 each in the period 1933- 
52, 9.3% of the bond issues and 35.3% 
of the preferred stock issues included 
therein included convertible features. 

The book includes a detailed dis- 
cussion of the characteristics of con- 
vertible securities with numerous il- 
lustrations from public issues. The 
reasons for issuing securities of this 
type are examined and the conclu- 
sion reached that the primary pur- 
pose is to raise equity capital by an 
indirect means because of the pecu- 
liar market conditions at the _ time. 
A secondary but important reason is 
often to strengthen an_ otherwise: 
weak senior security. 

The case for privileged subscrip- 
tions v. public offering of securities is 
examined and reference made to Am- 
erican common law, under which a 
common shareholder has preemptive 
right to subscribe to senior convert- 
ible issues on a pro rata basis before 
any public offering is made. 

The book includes a chapter deal- 
ing with financial institutions as a po- 
tential market for convertible securi- 
ties and suggests that this feature is 
particularly attractive in this market 
because it provides some hedge 
against inflation. 

It is concluded that the convertible 
security, partaking as it dees of some 
of the characteristics of both equity 
and credit contracts, is a valuable 
special purpose instrument which 
should be included in the bag of 
tricks of every financial expert. It is 
most attractive where management 
has reason to believe it can raise re- 
sidual equity capital indirectly on 
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more favourable terms than can be 
obtained by a direct offering of com- 
mon stock at the time. This is par- 
ticularly applicable where a new in- 
dustry requires large amounts of cap- 
ital before an earnings record can be 
established. 

H. C. Dixon, C.A. 
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BY MELVILLE PIERCE, B.A., LL.B. 


The Tax Review 


TERMINATION OF AGENCIES 
FRANCHISES AND EMPLOYMENT 


In a case heard nearly six years 
ago, Mr. Justice Graham, the first 
chairman of the Income Tax Appeal 
Board, held that a payment made by 
a gingerale manufacturer to termi- 
nate an exclusive selling franchise in 
a specified area was a capital pay- 
ment and not a deductible expense in 
computing the manufacturer's income 
for the vear. The case was James 
Vernor Co. v. MNR. The payment 
was of a capital nature, held the 
learned Judge, because it brought in- 
to existence a capital asset, viz the 
restoration to the manufacturer of the 
right which it had previously granted 
to the franchise-holder. Furthermore, 
he said, the payment was not made 
in connection with the manufacturer's 
business operations but related to the 
general organization of its marketing 
policy and thus was not an ordinary 
business expense. 


In a later case tried by Mr. Monet, 
the present chairman, a few months 
later (Peat Business Systems Ltd. v. 
MNR), it was held that payments 
made to a manufacturer for the grant 
of non-exclusive franchises to sell its 
products within defined areas were of 
an income and not of a capital nature 
and therefore to be included in com- 
puting the manufacturer's income for 
the vear of receipt. In the course of 
his judgment the learned chairman 
referred to the leading case of 


Withers v. Nethersole (1946) 28 T.C. 
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501, a decision of the House of Lords, 

where the @&ord Chancellor repeated 

with approv#l the following words of 

Lord Green® M.R. in the court be- 
low: 

A lump %3um payment received for 

the grant of ‘a patent licence for a term 
of years may be a capital and not a 
revenue receipt; whether or not it is so 
must depend on any particular facts 
which 8 may throw light on its 
real characterg including, of course, the 
terms of the Tcsiuaei under which the 
licence is gragted. 

One gathey from this that if a 
manufacturerjpf a protected product 
follows the ;ffactice of granting even 
exclusive self:ag rights to others in a 
number of aygas the consideration re- 
ceived for “ie grant of each fran- 
chise may Yell be of an income and 
not of a cipital nature. It may be 
that grantipg exclusive selling agen- 
cies or fraxchises is an integral part 
of the mavfufacturer's business. And 
if that is sp it seems logical to follow 
that a payment subsequently made 
by the manufacturer to obtain the 
cancellation of one of the exclusive 
selling franchises in a particular area 
may well be a payment made on re- 
venue rather than on capital account 
and so deductible in computing his 
business income. One must admit, 
however, that the judgment of 
Graham J. in the Vernor case, supra, 
is not in harmony with this view. 

A few months after pronouncement 


of judgment in the Peat Business Sys- 
tems case Mr. Fordham of the In- 
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come Tax Appeal Board rendered 
judgment in the case of Cooke v. 
MNR where similar issues were 
raised. In that case the owners of 
certain mineral claims sold a com- 
pany 85% of their interest for $45,000 
but retained a right to receive 15% 
of the profits from the operation of 
the mine. The purchasing company 
subsequently ceased operating the 
mine in alleged breach of its con- 
tract with the vendors who demand- 
ed redress. The company paid them 
$115,000 in settlement of all claims 
which amounted to approximately 
$86,500, the balance of $28,500 being 
given as compensation for inconveni- 
ence and delay and legal and ac- 
counting expenses. The vendors were 
assessed to tax on the $115,000, and 
conceded that $86,500 was properly 
taxable but not the $28,500. Mr. 
Fordham held that the closing down 
of the mine put an end to the pro- 
ductivity of a valuable capital asset, 
and quoted the words of Lord Mac- 
millan in Van den Bergh’s Ltd. v. 
Clark, 19 Tax Cas. 390: 

The cancelled agreements related to 
the whole structure of the appel- 
lant’s profit-making apparatus... . I 
have difficulty in seeing how money laid 
out to secure, or money received for the 
cancellation of, so fundamental an or- 
ganization of a trader's activities can be 
regarded as an income disbursement or 
an income receipt. 

(One must perhaps assume that the 
$86,500 received by the vendors on 
the closing down of the mine repre- 
sented past profits and the balance 
($28,500) was compensation for the 
destruction of a source of future pro- 
fits, which, of course, is capital.) 
Cases of wrongful dismissal from 
employment are concerned with the 
same question of principle as the 
above decisions. So far as this writer 
can ascertain there have been only 
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three cases of wrongful dismissal 
which have come before our tax 
courts. In the earliest of these, Hill- 
man v. MNR, decided in July, 1951, 
the appellant was dismissed from his 
job on one month’s notice. He claim- 
ed that he was entitled to longer 
notice and demanded damages for 
loss of salary and injury to his reputa- 
tion. The dispute was settled out of 
court upon the company paying ap- 
pellant $1125, of which $125 was in 
lieu of vacation pay. The whole sum 
was assessed to tax but on appeal 
Mr. Monet held that only the $125 
was chargeable to tax, being in lieu 
of salary. The remainder of the pay- 
ment, he held, was capital in nature 
and not taxable. 


Clearly the dismissal of an individ- 
ual from a full-time salaried employ- 
ment put an end to the sole source of 
his income, which is unquestionably 
of the nature of capital. Such ap- 
pears to be the ratio of the judgment 
in this case. 

In Brown v. MNR, decided in 
December 1951, a car sales company 
dismissed one of its salesmen in 
breach of its contract to make avail- 
able to him 100 new cars for sale; in 
fact he had been allotted only 22. 
The salesman succeeded in an action 
for damages. Mr. Fisher held that 
the damages received by him were 
not assessable to tax. Said he: 
the damages were for the cancella- 
tion of his right to be employed and 
sell a specified number of cars in a 
specified period, and although the 
damages may have been measured 
by the amount of commissions fore- 
gone they were in respect of the de- 
struction of the above right. 

In 45 v. MNR, determined by Mr. 
Monet in January 1952, a commission 
salesman was summarily dismissed 
after 6 years employment. His claim 
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for damages for breach of contract 
was submitted to arbitration, and he 
was awarded $1500. Mr. Monet held 
that as the amount was paid to him 
not in lieu of commissions, but as 
damages it could not be considered as 
income. It is unfortunately not ap- 
parent from the report of this case 
whether the appellant was in the ex- 
clusive employment of the company 
which dismissed him or whether he 
held other agencies as well. If the 
former is true this decision harmon- 
izes with the two above dealt with. 
If, however, the appellant were agent 
for several different principals it 
could not be said that the loss of one 
agency destroyed the source of his 
income, for in such case the source of 
his income is all of his agencies. 


It would clearly appear from the 
above cases that compensation given 
for termination of a contract of em- 
ployment or of a franchise, etc., 
whether the compensation be paid 
voluntarily or is awarded by a court, 
may be either income or capital to 
the recipient. It is capital if given 
in compensation for putting an end 
to the recipient’s only income-pro- 
ducing asset, but it is income if the 
contractual right involved is one of 
several, in which case it is in the 
nature of stock-in-trade to the re- 
cipient, as e.g. sales agencies held by 
a commission agent from a number of 
manufacturers. Likewise a payment 
made by a manufacturer, patent- 
owner, or the like, to procure the 
cancellation of a grant of exploitation 
rights may be either of an income or 
capital nature depending upon sim- 
ilar considerations. 

A recent English decision is illum- 
inating. In this case (Wiseburgh v. 
Domville, decided last October), the 
appellant, a manufacturer's agent 
who had acted for some 20 firms dur- 
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ing the previous 10 years, was wrong- 
fully dismissed by one of his two 
main principals on a month’s notice 
although he was entitled to one year’s 
notice. He sued for breach of con- 
tract, and his action was settled by 
consent on payment to him of £4000 
as damages for breach of contract. 
He was assessed to tax on this sum, 
and appealed, contending that as the 
agency in question produced about 
one-half of his income, and was one 
of the only two sources which he had 
at the time of the breach, the pay- 
ment was capital in nature. The 
Crown’s argument was that the 
£4000 represented commissions that 
would have been earned by the ap- 
pellant had the agency been term- 
inated on one year’s notice in accord- 
ance with the contract between the 
parties. Mr. Justice Harman held 
that the sum received represented 
profit which would be or might have 
been made out of the contract be- 
tween the breach and the due end- 
ing date, and that it was chargeable 
to tax as income. Said he: 

If the taxpayer had carried on no 
business other than his agency for the 
defendants, and they provided his sole 
work, it might well be that its loss 
would have been the loss of a capital 
asset. It cannot, I think, depend on 
the volume of his work — whether one- 
eighth, or one-quarter, or one-third — 
but if it is his entire livelihood one 
might say that that is the man’s capital 
asset. 


He goes on to say that it is much 
easier to reach a coiiclusion on this 
type of question in the case of a 
limited company than in the case of 
a private individual. In the case 
of a company the question is whether 
or not the whole structure of the 
company’s business is radically affect- 
ed, which, of course, is not difficult 
to ascertain. 
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The conclusion from the foregoing 
is that damages awarded by a court 
or compensation voluntarily paid for 
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ing on whether or not, in the case of 
either, the employment, agency fran- 
chise or contractual right for which 








it is paid or received is of a capital 
nature or otherwise. Here again, as 
in so many income tax matters, there 
is no one rule for all cases. 


breach of a contract of employment 
or for cancellation of an agency 
agreement is capital or income to 
the payer and the recipient depend- 


THEME FOR AN OPERETTA? 


One saving grace these curious days is a sense of humour [concerning | 
the Gilbertian situation which has arisen .... as a result of the double tax 
relief conventions. 

For years now, British investors have been buying American and 
Canadian securities, largely because of the enhanced return they can obtain 
on these by reason of the double tax relief. In recent months, Americans 
have been busily buying British securities because they too have discovered 
the benefits of such tax conventions. 

In the fullness of time, I look forward to the day when all American 
securities are owned by British citizens and all our securities are owned on 
the other side of the Atlantic. This, of course, is Progress. At least, it is 
progress which brings considerable grist to the accountant’s mill. 


—From “The Accountant in Modern Society”, 
by Harold E. Wincott, in Irish Accountant 
and Secretary, October 1955. 
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BY GERTRUDE MULCAHY B.A., C.A 


Accounting Research 
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SHAREHOLDERS Equity — CONCLUDED 

For the most part, this discussion 
has dealt with the areas of weakness 
in the expression of shareholders 
equity in published financial state- 
ments, i.e. the presentation of ele- 
ments of corporate surplus and mis- 
cellaneous items. By way of con- 
trast, and to round out this analysis, 
now we will look very briefly at that 
portion of the shareholders’ equity in 
which a high degree of uniformity 
and effectiveness has been achieved. 


Capital Stock 

Governing statutes in this country 
have laid down specific requirements 
relating to the information to be 
shown in respect of capital stock. In 
addition, the Committee on Account- 
ing and Auditing Research included 
in Bulletin No. 1 recommendations as 
to the minimum standards of disclos- 
ure in the presentation of this bal- 
ance sheet item. These suggestions 
were subsequently reaffirmed and ex- 
panded by the C.I.C.A. Committee 
on the Canadian Companies Act in 

1953. The report of this committee 

included the following recommenda- 

tions as to information which should 
be set out in the balance sheet in 
respect to capital stock: 

“(y) The authorized capital, giving 
the number of each class of 
shares, and a brief description 
of each such class and indicat- 
ing therein any class of shares 
which is redeemable and the re- 
demption price thereof; 
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“(z) The issued capital, giving the 
number of shares of each class 
issued and outstanding and the 
amount received therefor which 
is attributable to capital, show- 
ing 
(i) the number of shares of 

each class issued since the 

date of the last balance 
sheet and the value attrib- 
uted thereto, distinguishing 
shares issued for cash, 
shares issued for services 
and shares issued for other 
consideration; 

and 

(ii) where any shares have not 
been fully paid, 

(A) the number of shares 
in respect of which 
calls have not been 
made and the aggre- 
gate amount that has 
not been called, and 

(B) the number of shares 
in respect of which 
calls have been made 
and not paid and 
the aggregate amount 
that has been called 
and not paid.” 

From the analysis of published fi- 
nancial statements it is apparent that 
many of these recommendations have 
developed into generally accepted 
basic principles of effective financial 
reporting (see Table 22 “Financial 
Reporting in Canada”). Considera- 
tion will, therefore, be given only to 
those aspects of the presentation in 
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which there seems to be some differ- 
ence of opinion as to what constitutes 
adequate expression. 


AUTHORIZED CAPITAL 


The basic reasons for showing the 
details of the authorized capital stock 
in a balance sheet are summarized 
very effectively by Jennie M. Palen, 
C.P.A. in “Report Writing for Ac- 
countants”: — 


“Every class of stock authorized, 
whether or not any shares have 
been issued, should be shown. 
Present and prospective stockhold- 
ers need to be informed of the 
existence of any stock which the 
company is authorized to issue 
either to the public or to a special 
group. Their interests might be 
considerably diluted by the issu- 
ance of such shares, especially if 
the shares were part of an issue 
with preferences over shares held 
by them. Even the sale of addi- 
tional common shares dilutes the 
interest of common shareholders if 
the shares are sold below their 
book value per share. There is 
the further factor that an _ in- 
crease in shares outstanding some- 
times depresses the market price. 
For these reasons all stock auth- 
orized should be shown.” 


Practically all of the published fi- 
nancial statements analyzed recog- 
nized the disclosure of the authorized 
capital stock as essential to adequate 
nresentation, (98.2% in 1953 and 
98.9% in 1954). However, there ap- 
pears to be some difference of opin- 
ion as to details which should be 
shown when some of the issued cap- 
ital stock has been purchased and 
cancelled. Examples 1, 2 and 3 (set 
out on pp. 429-30) illustrate three 
different methods of disclosure in 
such circumstances. 
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The presentation of example 1 is 
both complete and adequate. It 
provides not only the number of 
shares originally authorized under 
the terms of the company’s capital 
structure, but also the number of 
shares which the company has the 
authority to issue as at the balance 
sheet date. From the information 
presented, a reader is able to deter- 
mine very readily that the number of 
shares still available for issue is 25,- 
000 preferred shares and 200,000 
common shares. 


Although the form of presentation 
of example 2 is somewhat different, it 
is equally as effective as that of ex- 
ample 1. They both recognize that 
if the stated authorized capital stock 
is to serve its useful purposes, it must 
be correlated to the existing situation. 


Unfortunately a similar degree of 
effectiveness and adequacy of presen- 
tation has not been achieved in 
example 3. Since the information 
presented does not indicate any pre- 
vious redemption of preferred shares, 
a reader of this balance sheet could 
very easily assume that the company 
has the right to issue an additional 


24,933 preferred shares. However, 
this is not the case. A review of the 
prior years’ financial statements 


shows that in 1951 the company is- 
sued 100,000 preferred shares, of 
which 4,933 had been redeemed up 
to January 1, 1954. As a result the 
company will be permitted to issue 
only 20,000 additional preferred 
shares. The present deficiency of pre- 
sentation and possible misinterpreta- 
tion may not be considered to be of 
material significance to the overall 
picture. On the other hand, if the 
company continues to use this meth- 
od of disclosure, the importance of 
the misunderstanding will increase as 
additional preferred shares are re- 
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deemed. Adequate expression, in 
this case, could have been accomp- 
lished very simply. The description 
of the stated authorized capital stock 
could have been expanded, as in 
example 1, to indicate that 18,080 of 
the preferred shares had been re- 
deemed to date. An acceptable al- 
ternative would have been to break 
down the details of the issued pre- 
ferred capital stock along the follow- 
ing lines: 

Issued: 100,000 preference shares 

Outstanding: 81,920 preference shares — 

$1,638,400 

(13,147 shares redeemed during the year) 


In some of the financial statements, 
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the authorized capital stock is shown 
as “Authorized less redeemed”, and 
the outstanding capital stock as “Is- 
sued less redeemed” without disclos- 
ing the number of shares originally 
authorized, number actually issued 
and number redeemed to date. While 
this method clearly shows the num- 
ber of shares available for issue as at 
the balance sheet date, it fails to give 
any indication of the company’s re- 
demption policy. The proportion of 
the number of shares outstanding to 
the number originally issued is of im- 
portance to a prospective investor in 
deciding whether or not to purchase 
preferred shares of a company. 


Example 1 
CAPITAL STOCK: 1954 1953 
Authorized: 
50,000 $1.60 Cumulative Redeemable Sinking Fund 
Preferred Shares of which 2,505 have been 
redeemed and cancelled of the par value of 
$30.00 each; redeemable at $31.50 per share. 
300,000 Common Shares without nominal or par value. 
Issued and Fully Paid: 
25,000 Preferred Shares Pe eee Jes svisase © JF5O000 
Less: 2,505 Preferred Shares redeemed and cancelled .... 75,150 
22,495 Preferred Shares outstanding 674,850 $ 681,150 
100,000 Common Shares 300,000 300,000 
$ 974,850 
Example 2 
Capital 
Authorized — 
31,492.04 5% cumulative redeemable preference shares 
of $100 par value redeemable at $104 
(after deducting 48,507.96 shares pur- 
chased and cancelled ) 
600,000 common shares of no par value 
Issued — 
19,174.72 preference shares (after deducting 
46,697.96 shares purchased and cancelled 
Guring tie Veer) . 2.66 oc camcaess $1,917,472 
527,514 common shares 3,122,826 
$5,040,298 
Less 496 preference shares and 3,850 common shares 
held ‘by a subsidiary... . .. 0.6. 64. cs0s 


53,870 
~ $4,986,428 








Capital Stock 


ence shares Par Value $20.00 each 
— 100,000 Common no par value shares 


Issued 


Redeemed during year 13,147 shares 


100,000 Common shares 


AMOUNT OF SHARE CAPITAL 

Of the 275 financial statements an- 
alyzed for 1954, 171 showed more 
than one class of shares outstanding. 
Approximately 20% of these balance 
sheets failed to show how much of 
the capital was attributable to each 
class of shares. Where the descrip- 
tions of each class sets out the num- 
ber of shares outstanding and stated 
value or par value for each type of 


Capital — 
Authorized: 


Preference shares balance Ist January 1954 — 95.067 





















THE CANADIAN CHARTERED ACCOUNTANT, MAY, 1956 
Example 3 
Authorized — 120,000 5% Cumulative Redeemable Sinking Fund Prefer- 
$2,400,000.00 
105,000.00 
$2,505,000.00 


$1,901,340.00 
262,940.00 
$1,638,400.00 
105,000.00 


$1,743,400.00 


share, a reader can very easily deter- 
mine the proportion of the capital 
stock applicable to the various classes 
of shares. However, when more than 
one of the classes of shares are stated 
to be without par value, this form of 
presentation makes it impossible to 
compute the actual book value of 
each type of share. Example 4 (set 
out below) illustrates the inad- 
equacy of this method of disclosure. 


Example 4 





161,400 Class “A” shares of no par value with cumulative prefer- 
ential dividend of 60c per share per annum and participat- 
ing equally with common shares in any further dividends 
after 60c is paid on common shares in any year 

38,600 Common shares of no par value 

Issued: 


92,500 Class “A” shares \ § 
38,600 Common cere 


164,925.00 
shares 


or circumstances. The minimum stan- 
dards of disclosure included in Bul- 
letin No. 1 require that “Where 
shares are redeemable, the redemp- 
tion price should be disclosed”. This 
information should be set out in 
order to indicate the extent to which 
corporate surplus will be affected by 
the redemption of preferred shares. 


TERMS OF REDEMPTION 


Articles of incorporation and sup- 
plementary letters patent frequent- 
ly provide for the redemption of pre- 
ferred stock upon stated terms, at the 
option of the company, in total or by 
lots. They may provide for an un- 
changing redemption price or a scale 
of prices related to specific periods 
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It provides the common sharehold- 
ers with additional details required to 
assess properly their interest in the 
company’s accumulated earnings. Of 
the balance sheets analyzed for 1954, 
110 showed redeemable shares out- 
standing. Unfortunately only 33.7% 
of these set out the applicable terms 
of redemption. 


CHANGES DURING THE CURRENT YEAR 

Changes in share capital during 
the year were indicated in 82 of the 
financial reports for 1954. Of these, 
74.4% gave the details of the current 


changes. The methods of disclosure 
varied. Simple changes such as 
straight redemption of preferred 


shares and issue of shares for cash 
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can be effectively set out on the bal- 
ance sheet in the details of the de- 
scription of the company’s capital 
stock. However, changes which in- 
volve the conversion of various class- 
es of capital stock and the issue of 
shares for cash, services and other 
considerations often present some 
complications. Under such circum- 
stances, the particulars are most con- 
veniently and suitably presented in 
explanatory notes on the financial 
statements. For instance, the presen- 
tation of capital stock would become 
very cumbersome and perhaps diffi- 
cult to understand if the information 
included in the following note to 
financial statements had been incor- 
porated in the actual balance sheet. 


CAPITAL STOCK Authorized _—s—s—ssoued 
Common stock — Shares Shares Issued Value 
Issucd and outstanding at December 31, 1953 12,000,000 8,208,118 $51,551,481 
3%% initial issue convertible debentures converted 

at the rate of $20.00 per common share 175,385 3,507,700 
3%% second issue convertible debentures convert- 

ed at the rate of $25.00 per common share 15,360 384,000 
Issued under stock option plan 13,500 256,950 
Issued and outstanding at December 31, 1954 12,000,000 8,412,363 $55,700,131 





BY J. E. SMYTH, C.A. 


Associate Professor, 


Students Department  oueess'vnivrsiy 


Notes AND COMMENTS 


In our correspondence for this 
month we have two letters, each in- 
spired by Mr. Mitchell’s comments in 
the January issue. We think it a 
healthy sign that readers should take 
the time to express their views on the 
overall objectives of the training re- 
quired in preparation for the C.A. 
degree. 


The argument that students-in-ac- 
counts must beware of developing 
too narrow a range of interests de- 
serves, of course, serious considera- 
tion. If we interpret the purpose of 
the C.A. course material correctly, it 
is the essentially practical one of as- 
sisting the student in subjects of 
every-day importance to him in his 
work; it has never been to provide 
a “general” education. Developments 
in the fields of accounting and audit- 
ing make it unlikely, we believe, that 
the content of the present courses 
can ever be reduced; and _ these 
courses make such demands upon the 
student’s time that he can scarcely 
afford the diversion of any other 
courses. 


But a way does occur to us by 
which one may add to his general ed- 
ucation from time to time while tak- 
ing the C.A. course of instruction. It 
is a way which, in our opinion, is 
much more flexible and accessible 
than special courses in literature, 
philosophy and the arts, to be given 
at a university. We suggest that the 
means of improving one’s general ed- 
ucation is not any further away than 


the nearest public library! If we are 
really concerned about the narrow- 
ness of our training, we make a sad 
mistake in not availing ourselves of 
the know-how of trained librarians, 
which is so readily at our disposal. 
We still recall what a rewarding ex- 
perience it was when some years ago 
a librarian with a good memory 
for faces became familiar with our 
reading interests and always had 
something good to recommend when- 
ever we made our appearance — not 
very frequently, we admit — in the 
library. We were taking the C.A. 
course of instruction then and there 
were certainly times (around Sep- 
tember and October) when we did 
not get to the public library at all, 
but there were other times when the 
library served to introduce a_ wel- 
come variety into our reading diet. 

In any case, we protest against a 
view which seeins to be quite pre- 
valent, that there should always be a 
course somewhere by which one can 
add to his education, and that one 
can perfect his education merely by 
indulging in a round of courses. We 
would agree that special courses are 
often an efficient means of acquiring 
needed knowledge in a hurry but we 
wonder whether this is really the ob- 
jective of a general education. Must 
we always have our education orga- 
nized for us in a formal way? Be- 
sides, the introductory course in any 
subject is often of necessity the dull- 
est — the interesting ideas seems to 
await the mastery of a certain am- 
ount of groundwork. 
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CORRESPONDENCE 


Toronto, Ont. 


Sir: I feel that the views expressed 
by C. H. Mitchell regarding students- 
in-accounts, on page 12 of the Janu- 
ary issue, can be supported and add- 
ed to. Not only have there been sug- 
gestions that high school students 
can commence their primary year if 
they rewrite and pass their failed 
high school paper, but there have al- 
so been intimations that requirements 
be reduced so that a student failing 
one paper be allowed to take the 
course depending on what that paper 
is. 

It is difficult to see how appealing 
to a minority of failures will resolve 
the problem of obtaining more stu- 
dents. Not only is this attitude a 
short run one, but it will also place 
the entrance requirements of the In- 
stitute lower than any recognized 
professional group and act as an open 
invitation to those not even capable 
of entering an Arts course to take a 
chance in accountancy. This is cer- 
tainly a far cry from the standards of 
requirements suggested by J. Grant 
Glassco in his recent articles. 


If a constructive approach is tak- 
en to encourage university and high 
school students by direct interview, 
informative pamphlets, and a movie 
of the profession, and the “apparent 
stiffness, appearance of overprecision 
and an attitude of stooping to con- 
quer ...” are dispensed with, there 
is no reason why more capable stu- 
dents will not enter the course. 


The best answer to this recent 
panic for unqualified high school stu- 
dents who have failed a paper would 
be Gordon Ferguson’s comment in 
the January editorial: “Failure to 
pass the examinations of today is 
fairly conclusive evidence that the 


necessary attributes are lacking and 
it is doubtful whether those in this 
category can apply themselves to face 
the more intricate problems and 
heavy responsibility of professional 
practice.” 

Irnvinc Louis Rosen, 

( student-in-accounts ). 


Kingston, Ont. 


Sir: Mr. Mitchell has touched upon 
an interesting problem in his letter 
of November, 1955 concerning the re- 
cruitment and training of students- 
in-accounts. I would like to add my 
comments to his worthwhile remarks. 


Why should a university graduate 
in Arts be able to grasp the funda- 
mentals of Accounting more readily 
than a high school graduate? If uni- 
versity training teaches a student to 
study independently and to prepare 
himself for writing examinations 
which test his ability to tackle a 
problem in a systematic way — if 
such is the case, the university grad- 
uate may well have an advantage 
over a high school graduate. In my 
opinion, however, there are serious 
disadvantages in bypassing the first 
two years of the C.A. course. There 
should be only one reason for an 
exemption of one or two years’ study 
and that is the possession of previ- 
ously acquired knowledge or experi- 
ence in the accounting field. 

On the other hand, I wholly agree 
with Mr. Mitchell when he remarks 
that a more liberal education should 
be encouraged. If the only reason 
students are anxious to finish their 
course as quickly as possible is to 
gain access to the world of dollar 
abundance, I think something drastic 
should be done about it. 
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C.A. students should be prepared 
by the time they have become fully 
qualified accountants to contribute to 
the spiritual strength of our society, 
along with members of the other pro- 
fessions and university graduates in 
general. The social significance of 
these people does not depend merely 
upon whether they are efficient busi- 
ness men, competent auditors, or 
clever lawyers, but also upon wheth- 
er they can stimulate the cultural ac- 
tivities of their community. One may 
be able to build himself an expensive 
home equipped with equally expen- 
sive modern appliances, but he 
should realize that these things have 
a very relative value and will fail to 
help us in case our spiritual resist- 
ance is tested; and that they may 
even undermine such resistance. 


The all-important question for us is 
whether a C.A. student has the op- 
portunity and preparation for this fu- 
ture role. He may know everything 
he has to know to pass his examina- 
tion with high marks, but may still 
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lack the ability to handle other prob- 
lems of living in a way which marks 
him as a man of erudition. 

It is my impression that the techni- 
cal training of the C.A. student does 
not leave him enough time to recon- 
noitre and to become acquainted 
with other fields of science, with the 
domain of art, and with political and 
spiritual movements — _ interests 
which, I hope, exist among university 
students. 

A university course might provide 
a solution to this problem but may 
be too expensive and time-consum- 
ing. Another solution might be to or- 
ganize conferences for C.A. students 
during slack periods, where they will 
be introduced to topics which may 
have nothing to do with their own 
studies but which will help them to 
think independently and arouse their 
interest in aspects of life not covered 
in “Montgomery”, “Smails” or “Fin- 
ney . 

S. R. Perrin, 
( student-in-accounts). 


PROBLEMS AND SOLUTIONS 


Solutions presented in this section are prepared by qualified accountants and reflect 
the personal views and opinions of the various contributors. They are designed not as 
models for submission to the examiner but rather as such discussion and explanation of 


the problem as will make its study of benefit to the student. 


presented is cordially invited. 


Discussion of solutions 


PROBLEM 1 
Intermediate Examination, October 1955 
Accounting I, Question 2 (20 marks) 

L and W operated a radio manufacturing business on a partnership 
basis, sharing the profits in the ratio of 3:2. Although accounting records 
of the business were incomplete, the following figures of assets and liabilities 
at the beginning and end of the 1955 fiscal year were available: 








ww eer 
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Ist July 30th June 
1954 1955 

Capital — L ..... ee Sn iti ae wists hale . $17,000 
METS Ak NY Save Sian Ge CA Oe EOS ida sa eee 
Diesen RN cl) SS Sh SRG eS RETR sae 4,000 $ 2,000 
Oe a ee A ea ee ee 200 400 
RaEDUIRIIESTREIEED 5.6 ache unde ued neces eer ln, CO it ae a are 800 
SEIN. oe tA or ys A I ase ain hace ad wad 2,000 
PETER WANE £05082 hes os 5d Vaal ren ha anes 20,000 32,000 
Accounts payable for material ......................... 10,000 14,000 
Inventory of material at lower of cost or market ........ 6,000 8,000 
Inventory of parts and finished radios, at cost .......... 10,000 16,000 
SPRITE RAINE iyo eee BI eS. 3 65. Ghee vig soSdr dy aoace toca 12,000 12,000 
Accumulated provision for depreciation .............. 3,200 8,200 
Pumps: sana sete, GE CORE 5. 6 se cea Soe ee 1,000 1,000 
Ree eOPIRUINNNS f  ININE eles y) shen eo rid Maa Me Ae Gay queried neces 6,000 


The figures at lst July 1954 were taken from the balance sheet of the 
business prepared by a public accountant. 


The following summarizes the detailed entries in the cash book for the 
year ended 30th June 1955: 


Dr. Cr. 

Cash on hand Ist July 1954 ...... $ 200 Overdraft at bank Ist July 1954 . $ 2,000 
Accounts receivable ............. 56,000 Accounts payable for materials ... 32,000 
Dividends on investments ........ 200 Manufacturing expense ..... 3,600 
Addition to capital — L GHICE “OXPOENSe oo. hee eines 2,400 
NS NO ei Sie eed mine BAO” Wases: 625 Sivkdewcin wcivixe 16006 
Drawings — L ... ee 4,000 

Drawings — W ... ; 3,200 

Loan — W ..... eee ieee 2,000 

Balance in bank 30th June 1955 .. 800 

Balance on hand 30th June 1955 400 


$60,400 $60,400 








The following information relates to the operations of the LW partner- 
ship for the year ended 30th June 1955: 

(i) The investments of $6,000 were bought for the firm in May 1955 
by personal payment of L as a temporary investment of capital. 
The investment will be disposed of during the succeeding fiscal 
year. 

(ii) Depreciation of machinery and furniture and fixtures is to be pro- 
vided for at 10% per annum on cost, on a straight line basis. 

(iii) Of the accounts receivable outstanding at 30th June 1955, $2,000 
applied to certain radios which were still returnable and should 
have been regarded as unsold at that date. Although these radios 
had been sent out on a sale or return basis, they had been charged 
to the customers at cost plus 25%. 
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(iv) A provision of 5% on accounts receivable must be made for doubtful 
debts. During the year, $800 bad debts have been written off, 
discount expense was $600 and discounts received were $400. 

(v) The partners were to receive interest at 5% per annum on the bal- 
ance in their capital accounts as at 1st July 1954. 

On lst July 1955, D was admitted to partnership with L and W. The 

terms of the new partnership agreement provided that: 

(1) D was to invest $12,000 in the business for which he obtained a 
1/6 interest in the assets and earnings of the partnership. 

(2) Profits were to be divided L:W:D — 3.2.1. 

(3) L and W were to contribute or withdraw cash as required to adjust 

their capital accounts as at 1st July 1955 to the profit sharing ratio. 


(4) The loan to the firm by W was to be paid off. 


Required: 

(15 marks) (a) The Manufacturing and Profit and Loss Statements of the 
partnership for the year ended on 30th June 1955, prepared 
in accordance with good accounting principles. 

(5 marks) (b) Journal entries, complete with narratives, to record the ad- 
mission of D and the related adjustments of the partner- 
ship, assuming that the accounts have been set up on a 
double entry basis and closed off for the year ended 30th 
June 1955. 


A SOLUTION 
L AND W 


(a) 
STATEMENT OF Cost or Goops MANUFACTURED 
for the year ended 30 June 1955 


Cost of raw materials 


SRE EO TUE UNS os ark ys Oh oie da 84S RG oes SRS $ 6,000 

SR EER Orn P PeaC i EE Ce cee bid sto diam onesie me 36,400 

42,400 

Less inventory 30 June 1955 .............. fe : 8,000 
Cost of raw materials used ......... oF, re $34,400 
eye Se 0s ee ee ee , , 10,000 

Manufacturing expenses: 

Depreciation on machinery ............ pc, ithe nee te 1,200 

SO Wah ED 5680 loot Ete aires anieveatend Sinim sat 3,600 
4,800 


Cost of goods manufactured .............. .... $49,200 


956 


ful 
rf, 


al- 


he 
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L AND W 


STATEMENT OF PROFIT AND Loss 
for the year ended 30 June 1955 
Sales revenue De EE ahd Shere Ros Mh 
Deduct cost of goods sold 
Finished radios inventory, 30 June 1954 ... 
Cost of goods manufactured . >, fies 


Less finished radios inventory, 30 June 1955 ............ 


Oe ae | UR ae cc er a en a ere 


Gross trading margin oR Se Bee 


Deduct selling and administrative expenses 
Office expenses ey en, eae Bide a iarpinh 63 


Depreciation on furniture and fixtures ............... 
Bad debts expense Reaietnl er tut Se IB alo 


IUGE Wem NOT, on ee ea 


Ded:sct financial expenses (net) 


A 6 ei ae be rs tae dx divest a 
Less discounts received OTE TT ee ee 


Add subsidiary revenue 


Poivigemas On $iVORIMIOMES. xs oie scene setesiccceaws 


Sd i a ree 


Editor's note: 
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$67,400 
$10,000 
49,200 
59,200 
17,600 

41,600 

~ 25,800 
2,400 
100 
2,300 

4,800 

21,000 
600 
400 

200 

20,800 

200 

$21,000 








An alternative form of presentation would be to deduct discounts allowed 
from the sales revenue, and the discounts received from cost of goods sold. 


(b) Books or L, W anp D 


Date 
1955 


July 1 Goodwill RR 8 Ne 1 nian GR ny i oR 
REE TET 9 5 wade Here Rata Sao KARE TO wes 
RI eR Sep ae Siete Sats os 2 see wars 


To record goodwill and credit partners 
in profit sharing ratio 


Dr. Cr. 
6,200.00 
3,720.00 
2,480.00 
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iveG on MR PEA BS 8 ic ee Ee bee Ra aT 8 12,000.00 
Capital — D eerie Eyer ehisile bo cie no 12,000.00 
To record D’s capital contribution for 1/6 
interest in assets and earnings 


July 1 Loan — W Nena Ais OR nce ete re ae 2,000.00 
BRB cscs Ps BERS Cs ie teers eens tars 2,000.00 
Payment of loan from Ww 
Sly 2 Ganital — 4... ...5...5... fotze. or 3,270.00 
Bank Sa ee eee neta s 3,270.00 


To record withdrawal of capital by Lt to tivieg 
capital account into agreement with profit 
sharing ratio. 
July 1 Bank been pate aa eee cieedic | eee 
Capital — Ww Ss ee ee ee 
To record contribution by Ww to ‘being capital 
account into agreement with profit sharing ratio. 


3,270.00 


PROBLEM 2 
Final Examination, October 1955 
Accounting I, Question 1 (18 marks) 

The L. Co. Ltd. produces a main product R and a by-product S. There 
are 3 producing departments in the plant: the mixing, packing and by- 
product finishing departments. 

At the conclusion of the mixing department’s work, there is a separation 
between the main product and by-product. 80% of the material started in 
process remains as part of the main product R and passes on to the packing 
department. The remaining 20% is sent to the by-product finishing depart- 
ment, where 1/2 of it is lost in process and the remainder is converted into 
the by-product S. 

The main product is made from three materials in the following pro- 
portions at costs indicated: 


A. 30% costs... ......$18 per ton 
B 50% costs ........ $12 per ton 
C. 20% costs... $ 6 per ton 


Storage and material handling costs amount to 20% of the cost of the 
material and are considered as an expense of the mixing department. 

The direct labour cost and departmental factory service rates are as 
follows: 


Percentage of departmental 


Direct labour factory service expense to 
Department per ton handled direct labour 
Noo aiilas 5 ie bid one SOU DMD ee Si rtd Ae 80 coad 200% 
| Se eer RS Cnet SE petal a bd 80% 


By-product finishing Bt $c che adr cared i wk .. 100% 
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At normal capacity level, general factory service expense applicable to 
the factory as a whole amounts to $337,500 of which 33-1/3% is fixed. The 
normal capacity of the factory is 80% of the total plant capacity of 25,000 
tons annually of R. 

The main product R sells for $150 per ton and is charged with selling 
expenses of 20% at the selling price. The by-product S sells for $50 per ton 
and is not charged with any selling expenses. 


Required: 
Your calculation of the profit on each ton of the product R sold, assum- 
ing that the company produces 22,500 tons of product R during the year. 


A SOLUTION 
THE L CO. LTD. 


STATEMENT OF MANUFACTURING Costs 
for the year ended... 





By-product 
Mixing Dept. Packaging Dept. Finishing Dept. 
(80% of (20% of 
Material (see note 1) ...$ 354,375 $1,235,250) $ 988,200~ $1,235,250) $ 247,050 
Se er 70,875 oe —- 
EM er eS 270,000 450,000 28,125 
Factory service ........ 540,000 360,000 28,125 
$1,235,250 $1,798.200 $ 303,300 
Revenue from sales of by-product S 
2,812% tons at $50 ....... 5 ae 140,625 
Cost of Product S (net) 162,675 ($162,675) 
General factory service (see note 2) ; 365,625 = 
Cost of manufacturing 22,500 tons Product R. . $2,326,500 


Note 1: Material cost in the Mixing Department is calculated as follows: 


Material A — (30% of 28,125) x $18 = $151,875 
Material B — (50% of 28,125) x $12 — 168,750 
Material C — (20% of 28,125) x $6 = 33,750 


$354,375 


Note 2: General factory service cost is calculated as follows: 
PANN rc ot ten oh Bae Ore Ane she ann $112,500 
Variable — 22,500 Satie: aaa 

ae Coa 


$365,625 
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THE L CO. LTD. 


STATEMENT OF PROFIT PER TON OF Propuct R 
for the year ended... 


Revenue 
22500 tons at S150 Mer fon... 2. .s iwc cnseccess. $3,375,000 
Expenses 
NESE RUNES ete hs ow abs ae wale ww Os $2,326,500 
NEE 2 BS Sea er heted kh een ely os 675,000 
3,001,500 
Profit on 22,500 tons Si iabhst Geet ee, ss $ 373,500 
$375,500 
Profit per ton: © —————— = $16.60 
22,500 —— 


Editor’s note: 

The problem might, alternatively, have been worked on the assumption 
that “general factory services” refers to the amounts applied to each department and 
that there has, therefore, been an over-application which must be treated as a reduction ° 
in manufacturing costs. Worked on this assumption, the net profit per ton would 


be $57.85. 


PROBLEM 3 
Final Examination, October 1954 
Auditing III, Question 4 (15 marks) 


CA is the auditor of a medium-sized manufacturing company and receives the follow- 
ing letter from its secretary-treasurer: 
Dear Sir: 

As you are aware, we contemplate a bond issue in the near future. We have had 
no experience in such issues and would appreciate some information from you on a sug- 
gestion which has been made. It was our original intention to have a trust company ap- 
pointed as registrar and transfer agent for the issue. However, it has now been suggested 
by one of our directors that it might be more economical if we undertook to act as our 
own registrar and transfer agent. 

We have these questions to ask: 

(a) Is it proper for a company such as ours to act as its own registrar and transfer 

agent? 

(b) What type of controls would we have to institute if we did so? 

(c) What changes would this require in your audit work? 

In order that the facts may be fully before you, these are the details of the proposed 
issue: 

Total amount of issue — $1,000,000 

Denomination of bonds — $100; $5.00; $1,000 

Interest — 5% payable semi-annually 

Form of bonds—choice of bearer or registered 

Probable number of subscribers — 500 

Maturity — 1973 

Sinking fund — Starting five years from date of issue, $50,000 a year must be paid 

over to a trustee in cash or par value of repurchased bonds. 

We trust that with this information you will be able to answer the above questions. 

Yours very truly, 
Secretary-Treasurer. 


1U 


ITE 
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Required: 


Outline the answers that CA should include in his reply. 


A SOLUTION 


The answers that CA should include in his reply 


(a) It is quite proper from a legal point of view for the company to act as its own 


(b) 


(c 


~ 


registrar and transfer agent. The question which has to be decided is, therefore, 

whether it may not be more economical to have the additional work done by a trust 

company than for the company to attempt to undertake the work on its own. 

The type of controls required if the company were to act as its own registrar and 

transfer agent: 

(i) Physical custody of documents 

—Safekeeping of vuissued bond certificates; 

—Controlling cremation of cancelled documents such as paid coupons and re- 
deemed bond certificates; 

—Obtaining proper receipts for bonds delivered and issuing receipts for bonds 
received. 

(ii) Record of subscriptions received 

—A record of the names, date, and amounts of subscriptions received; 

—A record, on the occasion of the allotment of the bonds, of those whose names 
are to be transferred to the record of bondholders, and of those, if any, to 
whom the subscription money is refunded. 

(iii) Special bank accounts 

—For receipts of subscriptions and refunds 

—For coupons. 

(iv) Record of bondholders 

—A detailed record showing the names of individual holders, the amount held 
by each, the bond number, and whether it is bearer or registered. The 
total of the individual amounts for each holder must agree with the balance 
in Bonds Payable account in the general ledger. 

(v) Transfer Register 

—A record of changes in ownership, and of transfers from registered to bearer 
form or bearer to registered form; with a corresponding note made on the 
bond certificate stub. 

(vi) Interest payments 

—Interest to the registered holders will be paid by cheque, and in addition money 
must be transferred at each coupon date to the special bank account for the 
redemption of bearer coupons 

—A cash book record of coupons cashed must be maintained, and a reconciliation 
of the special bank account prepared at regular intervals. 

(vii) Miscellaneous 

—Replacing lost certificates; 

—Advertisement of bond redemptions. 

Changes which would be required in the audit work: 

(1) The auditor would have to satisfy himself that proper controls, such as those 
suggested above, are in operation. He would have to test check all aspects of 
the additional work described. 

(2) The audit work must be designed to verify the balance of bonds outstanding. 











Alberta 

Deloitte, Plender, Haskins & Sells, Chart- 
ered Accountants, announce the opening of 
an office at 108A 8th Ave. W., Calgary. The 
partner in charge is Ross H. Gould, C.A. 


British Columbia 

James R. Brown, C.A. is the new presi- 
dent of Prince George Kiwanis Club. 

Campbell, Imrie & Ashley, Chartered Ac- 
countants, 102 Radio Bldg., Kelowna, an- 
nounce the opening of an office for the prac- 
tice of their profession in the Grand Forks 
and District Credit Union Bldg., Grand 
Forks, B.C. 

Robert B. Liverant, B.A., C.A. announces 
the opening of an office for the practice of 
his profession at Rm. 430, Rogers Bldg., 
Vancouver. 


Manitoba 

Frederick Groves & Co., Chartered Ac- 
countants, announce the removal of their 
offices to 512 Confederation Bldg., Winni- 
peg. 


New Brunswick 

Guest speaker at the March dinner meet- 
ing of the Moncton branch of the Life Un- 
derwriters Association was George Hudson, 
C.A. 


Ontario 

Clarkson, Gordon & Co., Chartered Ac- 
countants, announce the admission to part- 
nership of G. Kerr Gibson, C.A. and Donald 
C. Scott, C.A. in their Toronto office and 
Lloyd F. Stevens, C.A. in their London, 
Ontario office. 


Davis, Bishop & Co., Chartered Account- 
ants, announce the admission to partnership 
of Kenneth A. Laughlin, C.A. in their Ot- 
tawa office and M. Roger Legaré, C.A. in 
their Montreal office. 


442 


Robert E. Pogue, C.A. announces the 
opening of an office for the practice of his 
profession at 18 Temperance St., Toronto. 

The Carling Breweries Ltd. announces the 
election to the Board of Directors of Carl 
Costigane, C.A., treasurer of the company. 

Rumack, Seigel & Co., Chartered Account- 
ants, Toronto, announce the admission to 
partnership of Samuel Lerner, C.A. 

A. Colman, C.A. announces the opening 
of an office for the practice of his profes- 
sion at 47 Wellington St. E., Toronto. 

Loftus A. Allen & Co., Chartered 
Accountants, announce the removal of their 
offices to 2 Toronto St., Toronto. 


Quebec 

S. S. Matthews & Co., Chartered Account- 
ants, announce the change of their firm 
name to Matthews, Hoffman & Co., Chart- 
ered Accountants, and the removal of their 
offices to 292 St. Joseph Blvd. W., Mon- 
treal. 

M. Jean-Paul Leduc est heureux d’annonc- 
er qu'il a ouvert un bureau de comptable 
agréé 4 26c rue Bagot, Bagotville, P.Q. 


CHANGE OF ADDRESS 

Members and students who change their 
address and advise The Canadian Institute 
of Chartered Accountants of such change 
should also notify their own provincial In- 
stitute. 

Periodic reconciliations of mailing lists 
are carried out but to ensure prompt re- 
ceipt of all provincial Institute mail, it is 
essential that the secretary of the provin- 
cial Institute be notified directly. 

Correction 

In the note in the April issue concern- 
ing the appointment of E. L. Hamilton, 
C.A. as vice-president of Canadian Indus- 
tries Limited, a later paragraph referred to 
Mr. Hamilton as Mr. Campbell. We apolo- 
gize for this error. 
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INSTITUTE NOTES 





B.C. STUDENTS SOCIETY 


The following were elected to the Execu- 
tive and Council of the Students Society of 
the Institute of Chartered Accountants of 
British Columbia for the 1956-57 season: 
president, P. C. Barter; vice-president,W. J. 
Watts; secretary, R. H. Puder; treasurer, D. 
Carlson; committee chairmen, R. Dickerson 
(education); R. McCloy (entertainment); 
council members, L. Fowler, A. Miani, I. 
Adam and G. Hutchison. 


ONTARIO 


Ontario Securities Act—The Ontario Provin- 
cial Government has passed an Act to amend 
the Securities Act which embodies virtually 
all the recommendations that the Ontario 
Institute Committee submitted to the gov- 
ernment in 1955. These were referred to in 
some detail in The Chartered Accountant, 
April, 1955 (pages 200 and 236). The 
amendments bring the Act’s accounting pro- 
visions in line with the new Ontario Cor- 
porations Act. 

International Congress 1957—The Ontario 
Institute has been invited to send delegates 
to the Sevende International Accountants- 
congres which will be held in Amsterdam, 
Holland, from September 9 to 13, 1957. The 
Council would be pleased to appoint as del- 
egates any members of the Institute who can 
arrange to be present. 

Group Life Insurance Plan—At the renewal 
date April 1, 1956, there were 104 firms 
participating in the plan with 791 persons 
insured for $2,976,000, compared with 756 
persons insured for $2,236,000 at the same 
date last year. After the renewal informa- 
tion had been received the Canada _ Life 
agreed to eliminate the restrictions that a 
firm had to participate in the plan for five 
years in order to have the employer or 
partners insured for $7,500 instead of 
$5,000. This year despite the increased in- 
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surance for employers and partners the cost 
per $1,000 of insurance remained con- 
stant at $8.60. 


C.A. Act—The C.A. Bill was passed at the 
third reading in the Provincial Legislature 
on March 26, 1956, and copies have been 
sent to all members. 


Annual Conference, Kingston, June 18 - 19 
—Plans for the annual conference (includ- 
ing the annual meeting) at Kingston on 
June 18 and 19 are proceeding apace. 
W. L. McDonald’s committee has arranged 
a full and interesting program and W. G. 
Leonard’s committee on arrangements is 
working to ensure the comfort and pleasure 
of those attending. The program and reg- 
istration forms were sent to all members 
on April 30. 

After the opening ceremonies on Monday 
morning T. C. Kinnear will speak briefly on 
the problems of recruitment and _ training 
for the profession. These problems will be 
further dealt with in three discussion 
groups. The second session will commence 
with a short presentation by D. A. Ample- 
ford on the question of organization within 
the accounting profession and will continue 
in three sections discussing the same prob- 
lem. The rest of the day will include an 
informal luncheon, the annual meeting, a 
reception given by the university and a 
dinner at which Dr. Mackintosh, principal 
of Queen’s, will be the guest speaker. 

On Tuesday there will be concurrent ses- 
sions in the morning. The first two sessions 
will consist of a panel discussion of “Prob- 
lems of Public Practice”, with H. R. Mac- 
donald as chairman, and a talk and discus- 
sion by R. D. Armstrong on “Preparing for 
Electronic Installations”. The second two 
sessions will be a panel discussion of 
“Statements Without Audit” with L. G. 
Macpherson, chairman, and a case study on 
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the “Timing of Equipment Replacement” 
led by R. B. Taylor. After luncheon there 
will be a talk by H. H. Stikeman, Q.C., on 
income tax followed by a panel discussion 
on taxation problems with J. S. Innes as 
chairman. 

This program in the academic setting of 
Queen’s University provides ample scope for 
an excellent conference which should at- 
tract many members. 


ONTARIO STUDENTS NOTES 
Annual Meeting: Tuesday May 15 is the 
date of the annual meeting, starting at 8:00 
p.m. in the Lecture Hall of the C.A. Build- 
ing. Seagram’s technicolor film of the 1955 
Canadian Open Golf Tournament “Swinging 
with the Stars” will be shown. In addition, 
for the football addicts there will be the 
film of the 1955 Grey Cup joust. Plus 
items—refreshments, cards for the expert or 
the unwary, the chance to meet your fellow 
students. This is the last meeting of the 
season, so plan to join the crowd. 


Elections: The results will be announced 
at the annual meeting; if YOU haven't 
voted yet, please do so right away. 


Ford Tour: Was “sold out” in record time, 
in fact we were agreeably embarrassed by 
the response. It takes place May 3 and 
should prove an interesting evening. 


Baseball: The Toronto league is getting 
into gear and will run during May and 
June. The perennial champs, Glendinning 
Jarrett and Campbell, will be out to take 
the trophy again, but they'll be up against 
plenty of equally determined opposition. 
Sports Day: Golf and swimming at the 
Rouge Hills Golf Course on Thursday June 
7. Details later. 


April Meeting: There was tough competi- 
tion for our April 10 meeting — brokers’ 
audits in full cry and, on T.V., the decisive 
5th game of the Stanley Cup playoffs. 
Nevertheless, about 80 attended to hear a 
provocative, timely and entertaining talk on 


The editor welcomes information for this column. 
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the Middle East by Brigadier-General 
Claude H. Dewhurst, O.B.E. Question time 
turned into quite a lively affair, with two 
or three “subsidiary” lectures of varying 
length, delivered by partisans in the audi- 
ence. Altogether a worthwhile evening. 


MANITOBA STUDENTS SOCIETY 

On April 5 a Technical Dinner was held 
in the banquet room of Moore’s Restaurant. 
The topics “So you want to run your own 
business”, “Do extra-curricular activities 
help you?” and “Ten top management 
problems” were discussed by Mr. R. J. 
Shore, co-founder of Office Overload Co. 
Ltd. 

The spring informal dance took place on 
April 14 at the Club Copacabana. 

The Students Council proposes to change 
the fiscal year end of the Society from Au- 
gust 31 to May 31 in order to allow the 
new Council more time to become ac- 
quainted with the modus operandi before 
the fall activities get into swing. 


QUEBEC CONVOCATION 


The annual convocation of the Quebec In- 
stitute for the presentation of membership 
certificates was held on March 24, 1956. The 
audience of parents, wives and friends of 
the successful candidates which crowded the 
ball room of the Ritz Carlton Hotel in Mon- 
treal was welcomed by Mr. Lucien D. Viau, 
first vice-president of the Institute. 


Speaking to a record group of 181 suc- 
cessful candidates, Mr. William S. Munro, 
the Institute president, told them that they 
had been provided with academic and prac- 
tical training in accountancy and should now 
be equipped to face the world. “We have 
given you the tools”, he said. “It is now up 
to you to finish the job”. 

The candidates also heard a brief address 
by Mr. James A. deLalanne, second vice- 
president of the Canadian Institute of Chart- 
ered Accountants, who represented Mr. Ger- 
ald E. Martin, president. 


News of members and 


provincial Institutes’ activities should be received by the 14th of the month 
to appear in the following issue of the journal. 
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OBITUARIES 


Eric S. Woolley 

The Institute of Chartered Accountants 
of Quebec announces with deep regret the 
sudden death of Eric S. Woolley on Jan- 
uary 3, 1956. 

Mr. Woolley was born on February 20, 
1908. He graduated from McGill University 
with a Bachelor of Commerce degree in 
1930 and in December of that year he 
joined the staff of P. S. Ross & Sons, Mont- 
real. He was admitted to membership on 
June 18, 1935, and remained with P. S. Ross 
& Sons for more than 18 years. At the 
time of his death he was associated with 
Gatineau Power Company, Ottawa, Ont. 

Apart from his professional activities, Mr. 
Woolley was noted as an amateur photog- 
rapher, a pastime in which he took a great 
deal of interest and exhibited much skill. 

To his family, the members of the In- 
stitute offer their sincere sympathy. 


Georges R. Martin 

L’'Institut des Comptables Agréés de Qué- 
bec a le regret d’annoncer le décés de 
Georges R. Martin, 4gé de 38 ans, survenu 
lors d’un tragique accident de la route le 
19 novembre dernier. 

Licencié de TEcole des Hautes Etudes 
Commerciales de Montréal en mai 1939, il 
fit son stage chez McDonald, Currie & Co., 
C.A., et devint membre de l'Institut en 1941. 
Il fut ensuite 4 l'emploi du département 
fédéral de Vimpét sur le revenu pendant 
deux ans avant de revenir dans la pratique 
au service de Hurtubise & Richard, C.A., 


en 1944, puis a son compte subséquem- 
ment. 


Les membres de l'Institut offrent leurs 
condoléances 4 son épouse et a ses enfants. 


George William Stephen Montgomery 

The Institute of Chartered Accountants 
of Alberta announces with regret the death 
of George William Stephen Montgomery 
on October 28 at the age of 45. 


Mr. Montgomery became a member of 
the Institute in 1932 after winning a prize 
in both intermediate and final examina- 
tions. He was in the Provincial Audit 
Office in the southern part of the Province 
and then moved to Vancouver where he 
again joined the staff of Peat Marwick 
Mitchell & Co. In 1950 he joined the 
B.C. Institute and at that time became 
auditor for the B.C. Telephone Company. 

He leaves a wife and two children to 
whom the members of the Alberta in- 
stitute extend their sincere sympathy. 


Alexander Spence Currie 


The Institute of Chartered Accountants 
of Ontario regrets to announce the death 
on September 22, 1955 of Alexander 
Spence Currie, 57, a resident partner of 
Price, Waterhouse & Company, Detroit. 

Mr. Currie won Institute prizes in the 
primary and intermediate examinations and 
was admitted to membership in January, 
1924. After a brief association with the 
Toronto Hydro-Electric System, he joined 
Price, Waterhouse & Company, Detroit and 
was with that firm for 30 years until his 
death. 


To his family the members of the In- 
stitute extend their sincere sympathy. 


Harold Gorse 


The Institute of Chartered Accountants of 
Alberta announces with regret the passing 
of Harold Gorse at the age of 73. 

Mr. Gorse became a member of the Al- 
berta Institute in 1912 on the basis of his 
membership in the Institute of Accountants 
and Actuaries in Glasgow. He worked in 
the Income Tax Department in Edmonton 
for several years before retiring to Cordova 
Bay on Vancouver Island where he con- 
tinued to be active in community affairs. 
His sister predeceased him. 
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SWEETNESS 
AND LIGHT 
| = oe a 


A Srupy 1n AvuTo-SUGGESTION 


Of all the irritations that beset mor- 
tal man none casts more gloom over 
his day than suddenly finding there 
is something the matter with his car. 


This is particularly true if his car 
won't start in the morning. He may 
wake up and find his youngster has 
a dose of chicken pox — ah well, those 
little troubles are to be expected. He 
may read in the morning paper 
where his stock has dropped two 
points, but that’s just the way the old 
ball bounces. His wife may even 
give him a row over splashing water 
on the bathroom mirror while he is 
shaving, and he will dismiss the mat- 
ter with a philosophical shrug. But 
let him step out of the house and in- 
to the venerable vehicle and if he 
hears only a faint sputter or, worse 
still, dead silence, his happy nature 
is soon on the skids. He may per- 
sist in trying to get it going for 
awhile, but as soon as it is obvious 
that the effort is futile he knows he 
is done for. This is just going to be 
one of THOSE days. 


If he has any passengers he noti- 
fies them of the tragic turn of events 
in tones as mortified as if he were an- 
nouncing his expulsion from the 
Parent-Teacher Association. Then he 
plods down the street toward the 
public transportation, his brow fur- 
rowed with worry. What could be 
the matter with that darned car any- 
how? If it’s the battery it'll mean 
getting a new one sure as shooting 


and what a hole that will put in $25. 
Maybe the wires were just wet and 
will dry out. Or could it be a bit of 
water in the fuel pump? 


These and even more dire possibili- 
ties revolve around his mind until he 
reaches work and lurk around to 
plague him from time to time during 
the day. At last the five o'clock hour 
arrives, always welcome but especial- 
ly so on this particular day. Now he 
is able to dash home and get expert 
attention from the corner garageman 
for his Suziebell. Soon he hears once 
more the low pleasant hum of the 
motor turning over and with its even 
beat returns the even balance of his 
disposition. 

A man can be thrown just about 
as badly too by simply suspecting that 
there may be something wrong with 
the car he is driving. He seems to be 
a constant prey to unidentified noises 
squawking or growling at him from 
hidden reaches of his car. Where is 
that rattle on the dashboard coming 
from? Oh, somebody didn’t click the 
cigarette lighter back into place. 
There is a peculiar bumping sound 
near the back — could the tail pipe 
have broken when the car went over 
that rock on the river road? Those 
headlights certainly are not as strong 
as they used to be — maybe the bulbs 
need replacing — good night, another 
expense! 


It is useless to think you can dis- 
tract a man in the throes of such 
worries. Anything you say goes in 
one ear and out the other. It is not 
enough for a man to be the master of 
his soul. If he is going to be truly 
happy, he has to be master of his 
machine as well. So let him enjoy 
his misery. 

JEAN VALE 
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CLASSIFIED ADVERTISEMENTS 


Rates: Positions wanted, $7.00 per column inch; Positions offered, 
$10.00 per column inch; Open rate $17.00 per column inch. 
All replies to box numbers should be sent to The Canadian Chartered 
Accountant, 69 Bloor Street East, Toronto 5, Ontario. 


Closing date is 14th of preceding month 





PRACTICE WANTED: A growing firm of 
chartered accountants wish to extend their 
practice in Toronto either by purchase or 
amalgamation. Box 562. 


PARTNERSHIP: Opportunity available 
with small firm in Toronto. Recent grad- 
uate preferred. For particulars write Box 
560. 


CHARTERED ACCOUNTANT: Wishes to 
extend his practice in and around Edmon- 
ton, Alberta, by purchase or succession 
agreement. Write giving full particulars to 
Box 567. 





LARGE INDUSTRIAL FIRM with head- 
quarters in Montreal requires young chart- 
ered accountants for development within 
the organization. Some industrial experi- 
ence desirable but not essential. Please 
write giving details of education and ex- 
perience. Box 563. 





POSITION WANTED: Recent graduate 
desires position in industry with a progres- 
sive organization. Formerly with the De- 
partment of National Revenue until trans- 
ferred to the Department of Finance—Cost 
Inspection and Audit Division where pres- 
ently employed. Box 568. 





POSITION WANTED: Chartered account- 
ant 25 years old, presently employed as 
treasurer to medium size corporation would 
like to return to public practice leading to 
partnership in Ontario. Box 564. 





ESTABLISHED C.A. PARTNERSHIP in- 
vites inquiries from chartered accountant 
trained in a large office and interested in 
progressive management techniques — by 
letter. Bremner, Cote & Co., 132 St. James 
Street West, Montreal. 
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THE STEEL COMPANY OF CANADA, 
LTD.: Internal audit division, requires am- 
bitious young accountant. University or 
accounting degree preferred. This is a 
challenging opportunity with excellent 
prospects for future advancement. Apply 
to: Personnel Dept., Wilcox St., Hamilton, 
Ont. 





GROWING FIRM of chartered account- 
ants in British Columbia requires recent 
C.A. graduates for positions holding forth 
good prospects for advancement. Applicants 
will be paid commensurate with experience 
and ability. Preference will be given to 
those considered to be partnership material. 


Vacancies available: 

Terrace—Chartered accountant with com- 
prehensive duties, with particular em- 
phasis on responsibility for staff super- 
vision. 

Prince George—Senior staff auditor. 

Kitimat—Resident manager. 

Vancouver—Two staff auditors. 

Please address all replies to Box 566. 





AUDITING ACCOUNTANT: Multiple 
plant paper company requires the services 
of an accountant for a position in its in- 
ternal audit group. Applicants must have 
experience in auditing or general account- 
ing. This position requires continuous 
travelling in Ontario and Quebec. Excel- 
lent compensation. Applications should 
state age, educational background, experi- 
ence and other pertinent information. AIll 
applications will be treated in confidence. 
Reply to Box 565. 








ACCOUNTANT: A large Canadian cor- 
poration offers an unusually attractive op- 
portunity to a young chartered accountant 
in the 28-30 age group. The extent and 
complexity of the company’s operations 
will challenge the capacity of a man of 
outstanding ability, one who probably was 
in the top 10% in his formal examinations. 

He must be capable of identifying prob- 
lems and presenting solutions in lucid re- 
ports, have the ability to gain the willing 
cooperation of work groups and have a sus- 
tained interest in his own advancement 
through effective and high-standard work 
performance. 

The starting salary is reasonable and the 
ultimate prospects in the company are 
among the best available in Canada. 

Replies should contain complete details 
of education and experience and be ad- 
dressed to Box 571. 


CHARTERED ACCOUNTANT WANT- 
ED: An expanding firm of chartered ac- 
countants located in Toronto require a 
chartered accountant preferably 25-30 
years of age. We are looking for a man 
of partnership calibre. The position of- 
fers rapid advancement and should lead to 
admittance as a partner in the near fu- 
ture. Box 561. 





ACCOUNTANT: An industrial corpora- 
tion located in the Upper Ottawa Valley 
district has an interesting vacancy for a 
young chartered accountant, 25 to 35 years 
old. After a relatively short training peri- 
od it is planned that he will become chief 
internal auditor of the company. 

A good educational background re- 
enforced by the degree of C.A. and sound 
practical experience are essential qualifica- 
tions. An extremely well planned town site 
with all facilities readily available and con- 
taining excellent housing at modest rentals 
add significantly to the generous salary 
provided by the position. Moreover the 
long-term prospects available to a com- 
petent accountant in this large organization 
are very attractive. 

Candidates are requested to give full 
particulars of education and experience and 
address their reply to Box 570. 


CHARTERED ACCOUNTANTS: Required 


for Toronto office of firm of chartered ac- 
countants. Openings also available in other 
offices of the firm in Canada. Good oppor- 
tunity for experience and advancement. 
Reply giving education, experience, age 
and other personal details to Box 569. Our 
staff is aware of this advertisement. 





Bank 


Confirmation 
Forms 


Blank, per 100 ........ $2.00 
Imprinted (minimum 
UDOT . 2 08ives. 0s $17.50 


Per 100 additional, 
ordered at same time $3.25 


Postage or Express Collect 


THE CANADIAN INSTITUTE OF CHARTERED ACCOUNTANTS 


69 Bloor Street East, Toronto 5, Ontario 
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PROFESSIONAL CARDS 





MACLEOD, RILEY, McDERMID, DIXON & BURNS 
Barristers and Solicitors 
62 Hollinsworth Building - - - - Calgary, Alta. 


PITBLADO, HOSKIN, GRUNDY, BENNEST & DRUMMOND - HAY. 
PITBLADO, HOSKIN, McEWEN, ALSAKER, HUNTER & SWEATMAN 


Barristers and Solicitors 
Hamilton Building, 395 Main Street - - Winnipeg, Man. 


STEWART, SMITH, MACKEEN, COVERT, ROGERS, 
SPERRY & COWAN 


Barristers and Solicitors 

Roy Building - - . - Halifax, N.S. 
ROSS & ROBINSON 
Barristers and Solicitors 


Canadian Bank of Commerce Chambers - - Hamilton, Ont. 


BORDEN, ELLIOT, KELLEY, PALMER & SANKEY 
Barristers and Solicitors 


25 King Street West - - - - Toronto 1, Ont. 





ALAN DIGNAN, Q.C. 
Barrister and Solicitor 


Bloor Street & St. Clarens Avenue - - Toronto 4, Ont. 





McLAUGHLIN, MACAULAY, MAY & SOWARD 
Barristers and Solicitors 


302 Bay Street - - - - Toronto 1, Ont. 
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PLAXTON & COMPANY 


Barristers and Solicitors 


Suite 1207, 320 Bay Street’ - - - - Toronto 1, Ont. 


WRIGHT & McTAGGART 


Barristers and Solicitors 


67 Yonge Street - - : - - Toronto 1, Ont. 


DIXON, SENECAL, TURNBULL, MITCHELL & STAIRS 


Barristers and Solicitors 


Bank of Canada Building - - Montreal 1, Que. 


McMICHAEL, COMMON, HOWARD, CATE, OGILVY & BISHOP 


Barristers and Solicitors 


Royal Bank Building - - -  - Montreal 1, Que. 


PHILLIPS, BLOOMFIELD, VINEBERG & GOODMAN 


Barristers and Solicitors 


464 St. John Street oe ee Montreal 1, Que. 


STIKEMAN & ELLIOTT 


Barristers and Solicitors 


505 Bank of Canada Building - - Montreal 1, Que. 


PREVOST, GAGNE, FLYNN & CHOUINARD 


Barristers and Solicitors 


Price House, 65 St. Ann Street - - Quebec 4, P.Q. 





